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INTRODUCTION 


The following submission is presented by Westcoast Trans- 
mission Company Limited in the first phase of the inquiry to be 
conducted by the Commission with respect to the oil and gas in- 
dustry. 


It is the intention of Westcoast to present a further submis- 
sion to the Commission when the Commission is prepared to hear 
evidence with respect to the regulation of natural gas transmission, 
taxation, and related subjects. 


It is assumed also that the general competitive factors with 
respect to the present sale and prospective future sales of natural 
gas as related to the production of petroleum, coal, manufactured 
gas, and natural gas liquids, will be dealt with in general terms 
in the Canadian Petroleum Association submission. The com- 
ment of Westcoast on the above factors will be related only to the 
situation as it is deemed to have a bearing on the sale of gas to be 
transmitted through the Westcoast system as constructed and pro- 
jected. 


However, Westcoast would like to reserve the right to pre- 
sent a supplementary submission dealing with the matters above 
enumerated which may not be dealt with by the Canadian Petro- 
leum Association, or if in the opinion of Westcoast additional 
information in respect thereof would be of value to the Commis- 
sion. 
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THE NATIONAL INTEREST IN NATURAL GAS 


Natural gas is of national interest because rapidly expanding discoveries have provided sup- 
plies of this ideal fuel which already exceed any foreseeable needs of consumers in Canada. Gas 
has now become one of the important exportable natural resources which, if governed by sound 
national policies, will accelerate the economic growth and contribute in a large measure to the 
welfare of Canada. 


The determination of a national policy in respect of the natural gas industry involves a study 
of three major phases, namely: — 


1. SUPPLY, based on reserves, production and processing of gas. 
2. TRANSMISSION, based on the economics of long distance pipelines. 


3. MARKETS, based on population, industrial requirements, and the effect of com- 
petitive fuels. 


These factors are all affected by the problem common to the development of other natural 
resources in Canada, namely, cost of transportation from the source of supply in one section 
of Canada to the major areas of consumption, such as Toronto and Montreal some 1,800 to 2,200 
miles away from the established gas reserves, and to markets outside of Canada. 


URGENCY OF A NATIONAL POLICY 


In the early days of gas development in the provinces of Alberta and British Columbia, the 
national policy with respect to gas was determined having regard to the fact that the known re- 
serves of gas were small in volume and the economical construction and operation of long dis- 
tance pipelines was questionable. In latter years, however, there has been unprecedented in- 
crease in reserves through increasing discoveries in Alberta and in northeastern British Colum- 
bia, and the demands of large new markets assure the economical construction and operation of 
long distance pipelines. National policy can now be determined on a basis that will assure the 
development of a natural gas industry serving Canadian consumers and providing for the export 
of surplus gas. 


/ 


It is clear to the management of Westcoast Transmission Company Limited (Westcoast) 
that the oil and gas industry in Canada is approaching a fork in the road. The direction it will 
take depends a great deal on some decisions that have to be made soon by this Commission and 
by the Government of Canada. 


Westcoast submits that the natural gas reserves of Canada far exceed the requirements of 
Canadian consumers and, for the benefit of Canada, its industries and its trading position generally, 
markets presently available must be secured for surplus Canadian gas. These additional markets 
are in the United States. 


There is a real danger that lack of decision with respect to the marketing of the surplus 
gas at an early date will cost Canada a permanent loss of some of its more lucrative potential 
markets for natural gas. It appears certain that if potential United States markets now available 
to Canadian supplies of gas are not placed under contract with assurances of reasonable supplies 
over a term of years, these markets will be lost. 


Such markets, if not acquired at this time, can be supplied by gas produced in the United 
States, permitting Canadian gas to enter United States markets only years hence. It can very 
well be that at such time, if history is to be repeated, other fuels will have been developed which 
could render Canadian gas superfluous and as useless to Canada as the present coal resources of 
Alberta. 


An immediate effect of the lack of decision on the development of the natural gas industry in 
Canada is that thousands of Canadians, who have been employed during the course of the last 
five years in the exploration and development phases of the natural gas industry, will be deprived 
of a livelihood and forced to await the development in Western Canada of some other industry 
with equal employment possibilities. Each gas drilling rig in operation employs about 20 men 
in the drilling crew. However, each drilling crew in operation is only part of the number of 
people employed in natural gas development. There are the geological and exploration crews. 
There are the transportation employees. There are the equipment and supply company, machine 
shop and other service employees engaged in maintaining each drilling rig with equipment and 
supplies now being increasingly provided from Canadian sources. If gas exploration and develop- 
ment programs are retarded or abandoned, many more Canadians will be affected than the few 
directly engaged in field work. 


Unless there is a possibility of gas export, there is no incentive for companies engaged in the 
exploration for oil to drill gas wells. At the present time when producers make a gas discovery 
they cap the well and walk away from the area, as a gas well is a greater liability than a dry hole 
inasmuch as it cannot be abandoned. On each occasion in the past that there has been a prospect 
for the sale of natural gas, producers increased their exploration effort and proceeded to the dril- 
ling of second or third wells following up a discovery in order to evaluate the gas they might have 
for sale. It is submitted that if gas export is prohibited _or unduly delayed, efforts to establish 
gas reserves by step-out drilling will be abandoned with consequent economic loss of gas which 
might be utilized as a natural resource. 


It should be realized that the gas industry, which will be developed under a national policy 
favorable to gas export, will provide employment, not merely during initial stages but for years to 
come. The fact that there will be substantial growing demand for gas will serve as a basis for 
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continuous exploration and development programs. This work will maintain steady employment 
for exploration and development employees. Continued development of reserves will require con- 
tinued building of plant facilities as well as continued building of field and long distance trans- 
mission pipelines. Increasing volumes of by-products will be made available upon which to base _ , 
local industries thereby providing permanent employment in the vicinity of the gas fields. It is / 
developments such as the foregoing which are in the minds of the officials of Westcoast when 
they advocate a national policy favorable to the export of gas. 


Westcoast as a pioneer in the long distance transmission of gas in Canada has made a continu- 
ing study of the current and prospective supplies of gas and markets in the west. 


| In 1951 it was apparent to the management of Westcoast that the proper and reasonable 
method of supplying natural gas markets in Canada, other than British Columbia, was based upon 
allocating a supply of gas to meet Alberta’s future requirements, and dedicating surplus reserves in 
southern and central Alberta to the markets which could economically be reached in Eastern Can- 
ada. At the same time Westcoast contended that the reserves of gas in the Peace River area of 
northwestern Alberta and northeastern British Columbia were ideally located to supply consumers 
in the interior of British Columbia and the Lower Mainland area, with a surplus available to sup- 
ply part of the gas demands of the consumers in the Pacific Coastal States, whose large volume _ 
markets serve to bear the greater proportion of transmission costs. <5 


The policy so advocated by the management of Westcoast was adopted by the Canadian auth- 
orities in authorizing the construction of the Westcoast project from the Peace River area 
through British Columbia, and also authorizing the construction of the Trans-Canada pipeline 
from Alberta to Ontario and Quebec. 


The result of this policy is that the Westcoast system, which was first envisioned by Mr. aa 
Frank McMahon in 1935 and is today controlled and ated by Canadians, is Canada’s first 
major natural gas pipeline. It was built aan een ai ofany nity cost to the people 
of Canada and it is providing a vital outlet for northern reserves, it is creating new industries for 
Western Canada, and new sources of revenue for Canada. 


The importation of gas from Canada into the United States is subject to regulation under the / 
Natural Gas Act of the United States. This regulation is carried out by the Federal Power Com- 
mission by virtue of its authority over the interstate gas pipeline companies. In those instances 
| where the importation of gas into the United States has not created controversy between com- | 
peting gas pipeline companies in the United States the Federal Power Commission has acted 
promptly in authorizing the importation of gas consistent with the interests of United States con- — 
sumers. It has only been in those instances where the proposed importation of gas from Canada 
into the United States has been based upon the importing companies supplying gas in competition | 
with existing pipeline companies serving the market area that delays have ensued in obtaining 
import authorizations. This situation occurred in the case of the Westcoast Transmission Com- 
pany, Inc. attempting to serve a market which a competitive United States pipieline corpora- | 
tion was able to supply from United States sources. This situation prevails in the case of Mid- 
western Gas Transmission Company advocating the importation of gas from the Trans-Canada 
Pipe Line system for distribution in the market area served by Northern Natural Gas Company, 
Peoples Gas Light and Coke Company and the Michigan-Wisconsin Pipeline Company. (This 
statement is not intended as a comment on the merits of this latter contested proceeding but is 
submitted as a statement of fact). 


——— 


BENEFITS FROM WESTCOAST PIPELINE 


On October 1,1957, the Westcoast pipeline commenced the delivery of Peace River gas to 
the British Columbia Electric Company Limited for service in the City of Vancouver, and to In- 
land Natural Gas Co. Ltd. for service to almost all interior communities in British Columbia. 
By January 1958, the pipeline was transmitting some 290 million cubic feet of gas per day. This 
is being increased daily so that the line will be delivering in excess of 300 million cubic feet of gas 
daily during the balance of the winter season 1958. 


The completion of the Westcoast pipeline project has added a new industry to the economy 
of Western Canada. Seven years ago, when Pacific Petroleums Ltd. (Pacific Petroleums) one 
of the sponsors of Westcoast, first started major operations in the Peace River area, the economy 
of the area was solely agricultural. The village of Fort St. John had a population of about 800: 
Grande Prairie about 2,600; and Dawson Creek about 3,500. Fuel was supplied by expensive 
coal, oil and wood. Westcoast first piped gas to Dawson Creek and then to Grande Prairie and 
the villages en route. Now, all of these communities enjoy the economy and convenience of natur- 
al gas. 


For the past two years Westcoast has employed more than 2,000 men in the construction of 
its pipeline. In addition, Westcoast, Pacific Petroleums, Phillips Petroleum Company and 
Jefferson Lake Sulphur Company employed more than 800 men at Taylor, British Columbia, in 
the construction of the Gas Scrubbing Plant, Refinery and Sulphur Plant at Taylor. Pacific Petro- 
leums and its associates have spent approximately 37 million dollars in the exploration and devel- 
opment of gas in the Peace River area. Prior to the exploration program of Pacific Petroleums 
there were only two or three drilling rigs working in the area. Following the granting of the export 
permit by the Alberta Conservation Board in 1952, activity in the area has continuously increased 
and in 1956 and 1957 a high in activity was reached with 36 rigs working in the Peace River 
area. 


The operation of the pipeline itself provides employment for more than 300, the pro- 
cessing plants have an operating force of about 135 people; and about 200 people are employed in 
gas field operations. The Refinery will manufacture about half of the motor gasoline requirements 
for the Peace River area and its propane production will materially assist in alleviating any pro- 
pane shortage in Western Canada. The Sulphur Plant will produce enough sulphur to supply 
all of the pulp and paper mills and other industries in British Columbia. 


The economic benefits of the Westcoast project to the Peace River area and British Colum- 
bia are apparent. The population of Fort St. John has quintupled to 4,000 and the population 
of Grande Prairie and of Dawson Creek has doubled to 6,000 and 7,500 respectively. Essen- 
tially 100% of the domestic, commercial and industrial requirements for fuel in these areas are 
now supplied by low cost gas. The interior communities of British Columbia are now supplied 
with gas, including the communities in the Okanagan Valley and Trail-Nelson areas. It is interest- 


As a result of the market facilities provided by the Westcoast pipeline, there will not be a 
large economic loss from the flaring and wasting of natural gas incidental to the production of 
oil in the Peace River area. This area can be the first major oil area developed in Canada which 
will have an outlet for gas in the development years of oil field operation. There will not be the 
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tremendous economic waste which has occurred in Alberta from the production, along with oil, 
of billions of cubic feet of gas from Turner Valley, Redwater, Leduc, Pembina, and other oil 
fields prior to the provision of market outlets for this gas. 


In addition, since there is a market for any gas discovered, there will be a more intensified 
search for both oil and gas, because exploration costs can be recovered from two possible sources 
of revenue. 


Since Westcoast, a Canadian company, managed by Canadians, demonstrated it could ob- 
tain in the money markets of America some $200,000,000 for investment in a gas pipeline serv- 
ing new fields and new markets, the attention of engineers, investors, and developers of natural re- 
sources has been attracted to a northern area as never before in Canada’s history. 


There are constant demonstrations of this additional interest, as evidenced by the extensive 
preliminary engineering investigations being carried on by various groups in the minerals, tim- 
ber and other resources of northern British Columbia and in the potential power development on 
the Peace River. There has been renewed interest in a north-south railway to Alaska. The open- 
ing up for settlement of additional areas of farm lands in the northern areas of both Alberta and 
British Columbia has been accelerated. 


The construction of the Westcoast pipeline project has given encouragement to the Province 
of British Columbia in making its decision to extend the Pacific Great Eastern Railway into the 
Peace River area. The prospective shipment of sulphur and hydrocarbon by-products extracted 
from the gas transmitted by the Westcoast pipeline provided the potential revenue required to 
make the railway possible. This railway will provide, for the first time, direct rail access to the 
Pacific Coast for the grain, cattle and other products of the area. Further, because of the avail- 
ability of gas, the British Columbia Power Commission has been supplied with gas for fuel in its 
power installations throughout the interior of British Columbia. This supply of fuel at a lower 
cost than that of other fuels available makes it possible for the Power Commission to extend its 
service throughout the interior of British Columbia, including its rural electrification programs. 


It is only by opening up the northern areas in like manner that Canada can realize her full 
potential as a nation. 


It is pointed out, however, that export of the gas from these northern regions is essential if 
development is to proceed. The Westcoast pipeline now in operation, was made possible be- 
cause there was a market in the United States for a sufficient volume of gas to justify the finan- 
cing and construction of the pipeline. The export volumes of gas must be transmitted with the 
volumes of gas required to serve markets in British Columbia in order to permit the sale of the 
gas in the British Columbia markets at an economic price. 


EXPORT MARKET FOR NATURAL GAS 


Every consideration of discovery trends in the search for oil and gas pointed to the fact fur- 
ther exportable volumes of gas would be made available in increasing volumes in the Peace River 
area and elsewhere in Alberta. Accordingly, having provided under contract with the distributing 
companies in British Columbia for all their foreseeable requirements of gas, Westcoast officials 
looked to the United States for markets for additional supplies of gas from Canada surplus to 
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Canadian requirements. Conversations with the distributors of gas in the Pacific Coastal States 
disclosed that there was a ready market in the area served by them for much larger volumes of gas 
from Western Canada. 


There are other sources, however, from which gas required in the Pacific Coastal markets 
may be supplied, namely, Texas, New Mexico, Colorado, and the Mountain States. Westcoast, 
therefore, entered into a contract to deliver additional gas to the Pacific Northwest Pipeline Cor- 
poration (Pacific Northwest) at Huntingdon, British Columbia, through its Peace River pipeline 
facilities. At the same time Westcoast entered into a contract to supply a portion of the gas 
required by the Pacific Northwest system through a pipeline to be constructed by Westcoast 
from southern Alberta through southeastern British Columbia to the International Border near 
Kingsgate, British Columbia, northeast of Spokane, Washington. Pacific Northwest in turn agreed 
to construct a pipeline from Spokane to Kingsgate. The Pacific Northwest Pipeline is connected 
with the El Paso Natural Gas Company (El Paso) system. El Paso proposes to build facilities 
connecting with the Pacific Northwest pipeline so as to make the gas from Canada available to 
consumers in the State of California. The above contracts in each instance are subject to each 


| party receiving all governmental authorizations required to implement them. 


As in the case of export of gas from the Peace River area, the Westcoast proposal for ex- 
port of gas from southern Alberta is to purchase for export and deliver to the United States cus- 
tomer only such volumes of gas as are clearly surplus to the requirements of Alberta, British 
Columbia and eastern Canadian markets. The volumes proposed to be exported, as applied 
for under the provisions of The Gas Resources Preservation Act of the Province of Alberta, 
are sufficient to meet the immediate requirements of the United States customer, make the pro- 
ject economic, and yet not prejudice in any way the future supplies of gas for the Canadian con- 
sumers either in Alberta, British Columbia or the eastern provinces. 


This proposal by Westcoast is not contrary to the policy of allocating gas reserves between 
eastern and western markets advocated by Westcoast in 1952 and 1953, but is in fact supple- 
mentary thereto. The gas reserves discovered and available for production in the province of Al- 
berta now far exceed any estimates deemed reasonable in 1952. The study, subsequently des- 
cribed in this submission, of the economics of gathering and distributing gas within the province of 
Alberta to supply, first, the requirements of Alberta consumers and, secondly, the export markets 
clearly establishes that limited export of gas from southern Alberta to the United States markets 
is a necessity: — 


[ (i) for the maintenance of an orderly development of the natural gas industry in western 
Canada, and 
\ (ii) to prevent the waste of oil field gas, and 


\ (iii) to provide an economic basis for financing and operating the processing plants re- 
| quired to recover hydrocarbons and sulphur from wet and sour gas areas. 


GAS RESERVES 


In the following section of this submission there is set out the estimate of gas reserves in Al- 
berta and British Columbia compiled by the engineering and geological staff of Westcoast. 
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This estimate of gas reserves in the Provinces of Alberta and British Columbia may be sum- 


marized as follows:— qo 
Recoverable pipeline gas: 24.5 trillion cubic feet 
Future potential reserves: 170 to 300 trillion cubic feet 
CONCLUSION 


It is respectfully submitted that in the factual data set out in the presentations made to it, 
the Commission will find ample evidence upon which to conclude that the export of natural gas 
to United States markets is essential to the national interest of Canada. 


It is further submitted that the Commission can also find that the gas reserves will be vastly 
increased in the future by the incentive given to gas exploration and development with the opening 
up of the presently available United States markets for Canadian surplus gas. 


The calm announcement by the United Kingdom in January, 1958, that it expects to have 
hydrogen power on a commercial basis by 1960 warns us that the days when natural gas will 
reign supreme as a source of fuel and energy cannot be expected to last forever. Already the 
first atomic energy electric generating plant is in California supplying part of the energy require- 
ments of the principal western market for surplus Canadian gas. 


There is a grave danger if the development of this natural resource is postponed indefinitely, 
that great volumes may be completely wasted and the gas industry will not have the opportunity 
to play the outstanding role in developing the economy of Canada that should rightfully belong to 
it. 


POTENTIAL GAS RESERVES OF ALBERTA AND BRITISH COLUMBIA 


The gas producing areas of Alberta and British Columbia are situated in the Western Canada 
Sedimentary Basin described in the submission by the Canadian Petroleum Association as consist- 
ing of an area 800 miles wide at the International Boundary between Canada and the United States 
stretching from the Precambrian Shield in Manitoba on the east to the Cordillera on the west. North- 
westward the area extends 1,600 miles up to the delta of the Mackenzie River. At the Arctic coast 
its width is about 250 miles. 


The area is stated by Dr. George S. Hume, one of Canada’s outstanding geologists, to com- 
prise 712,000 square miles containing a volume of sediments with a thickness of 1,000 to 16,000 
feet in depth, with a total volume of 950,000 cubic miles. The ultimate recoverable oil of this 
basin is estimated at 50 billion barrels and may be as large as 100 billion barrels. This is exclu- 
sive of the bituminous sands of northern Alberta. 


With regard to the volume of ultimate recoverable gas in the same area, Dr. Hume stated the 


reserves of gas range from 170 trillion to 300 trillion cubic feet. His estimate of potential gas re- 
serves is as follows: 2 RR a 


It has already been shown that a figure of 6 trillion cubic feet of gas is being found | 
in the United States for each billion barrels of oil. In view of the prospects for gas, 
as already shown by discoveries, and in view of geological opinion, particularly in 
regard to foothills structures, this figure does not seem too high for Canada. Applied 
to the minimum figures of 28.5 billion to 47.5 billion barrels of oil, the minimum fig- 
ures for possible gas reserves would be 170 to 285 trillion cubic feet for the Western 
Canadian sedimentary basin. 


cubic feet. Even the higher figure of 300 trillion is slightly lower than one-quarter 

of what is being predicted for the ultimate figure in the United States where, in | 
spite of a considerable greater density of drilling than in Canada, the finding of 
24.9 trillion cubic feet of new natural gas reserves during 1956 constituted the 
largest single discovery year in the history of gas development in that country. 


It is also reported that “in the period 1951 - 1955 in the United States 82.5 trillion 
cubic feet of new natural gas reserves were proven to exist. In the preceding five- 


Applied to the more reasonable figure of 50 billion barrels, it would be 300 trillion | 
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year period covering 1946 - 1950 new gas found totaled 67.3 trillion cubic feet.” 
This is a discovery of almost 150 trillion cubic feet in 10 years. This period corres- 
ponds to the decade in which there was a tremendous expansion of the natural gas 
industry in the United States, and in which the value of natural gas received greater 
recognition than had previously been the case. 


There is no doubt, therefore, with proper incentives the natural gas industry of West- 
ern Canada can have a similar proportional expansion in the next decade, since it can 
be stated with a high degree of confidence that the ultimate amount of gas to be dis- 
covered in the Western Canadian basin is in the hundreds of trillions of cubic feet. 


Of the total volume of sediments in Western Canada approximately 450,000 cubic miles are 

situated in the Provinces of Alberta and British Columbia. Accordingly having regard to the pros- 

,/' pective productive capacity, which is much higher for Alberta and British Columbia than could be 

expected in Manitoba and Saskatchewan, at least one-half of the potential gas reserves are situated 

in the two Western Provinces. On this basis, the potential reserves of gas in Alberta and British 
Columbia are at the minimum, in the range of 85 to 150 trillion cubic feet. 


10 


THE TREND OF GAS DISCOVERIES IN SOUTHWESTERN ALBERTA 


The engineering staff of Westcoast made an analysis of the trend of the discovery of reserves 
in the southern and central Alberta area from which Westcoast proposes to obtain its supplies of 
gas for additional export to the Pacific Coastal States. The area selected is contained within the 
hatched lines set out on the map on page 14. The intervals upon which the discovery trend is 
established were selected to correspond with the effective dates of the various reports of the Oil and 
Gas Conservation Board containing reserve estimates. A summary of the wildcat wells drilled in 
this area during these intervals are as follows:— 


Number of 
Internal Wildcat Wells 
Prigcaton aie! (605 | eae earn eet 2 ee ee 18S 
Tare bea LO 5am) ati Wee 1) pee eee ey en a ee ee 43 
Japeetent 95 Datonl ics 0 6! 05 3 amen een ee a ee en oo 
tees) ORs) Tia bigelcail, URL) en ee 67 
Marches tt 954 sto lutions 0.1 050s eee 100 
Funeps Om OS oatOn) ales le 95m tee ee ee 150 


The graph on page 13 illustrates the discovery trend in initial disposable reserves per wild- 
cat well drilled. The average reserves discovered per wildcat well drilled during these years was 
10 billion cubic feet. The results plotted on a cumulative basis indicate the trend in initial cumu- 
lative disposable reserves discovered per cumulative number of wells drilled. 


It is estimated that during the next 30\years an average of 100 wildcat wells per year will be 
drilled for the first 10 years, 75 wildcat wells-per year will be drilled for the next succeeding 10 
years, and 50 wildcat wells per year in the third 10-year period. On this basis the density of wild- 
cats would be about 3 wells per township of approximately 23,000 acres. 


As illustrated on the graph, page 13, the cumulative discovery trend since June 1953 
has varied from 9.5 to 12.5 billion cubic feet of gas per wildcat well. If during the next 30-year 


11 


Wj Ve Lt " 
tk 
a Pa oA 
“HA, Ao 7 
eat i ( 4 


period an average of only 10 billion cubic feet of gas per well is discovered, the estimated total 
additional reserves discovered in this small area of Alberta would be 22.5 trillion cubic feet. This 
22.5 trillion cubic feet is equivalent to the whole of the recoverable pipeline reserves in the Pro- 
vince of Alberta as estimated by Westcoast as of this date. It is submitted that this approach to 
estimating the potential reserves of the Province is corroborative of the overall approach to esti- 
mating potential reserves adopted by Dr. Hume in the reserve estimate submitted by the Cana- 
dian Petroleum Association. 


The chart on page 15 shows the increase in the reserves of gas in the Province of Alberta 
for the years 1951 to 1957 inclusive. 


The chart on page 16 shows a comparison of the gas used each year in the Province of Al- 
berta for the years 1952 to 1957 inclusive as contrasted with the average amount of additional 
gas reserves discovered in each year for the same period. 


The chart on page 17 shows the percentage of the gas produced in Alberta in each of the 
years 1952 to 1957 inclusive divided into the volumes of gas used locally and for export, and gas 
wasted by flaring in the field. 
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RECOVERABLE PIPELINE GAS RESERVES 
IN ALBERTA AND BRITISH COLUMBIA 


Basically, gas reserves are determined by two methods: — 


(a) the volumetric method which is the only applicable method for new gas fields in which 
volume of pore space within a reservoir rock available for containing gas is estimated, and 


(b) the pressure decline method applicable to established producing fields in which the decline 
in pressure is related to the volume of gas removed and therefrom the ultimate available recover- 
able gas estimated. 


With the exception of the Viking-Kinsella field near Edmonton and the Turner Valley field 
near Calgary, and a few smaller fields, all estimates for other fields must be based on the volu- 
metric method inasmuch as the fields are new and there is insufficient production history from 
which a pressure decline determination can be made. 


Since the volumetric method requires an estimate of the volume of pore space within reser- 
voir rock available to contain natural gas, the estimate of necessity must be based upon expert 
opinion, giving consideration to all of the available factors. 


In the Docket G-580-Natural Gas Investigation conducted by the Federal Power Commission 
of the United States from 1945 to 1948, the Commissioners Smith and Wimberly in writing their 
report referred to the estimating of gas reserves as follows: — 


“Estimating the volume of gas reserves, rather than being an exact science, re- 
quires the application of trained judgment to limited fundamental knowledge of un- 
derlying conditions. In a consideration of reserve estimates it is well to appreciate 
the many variable factors which have affected their determination. 
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“There may be variations not only in procedures and degree of judgment ex- 
ercised, but there may also exist considerable differences in the standards of report- 
ing. 


“Usually estimates are made of ‘proved’ reserves only. This term, as previ- 
ously noted, is not subject to precise definition, for an area is never entirely proved 
until it has been completely developed. However, sufficient knowledge of the for- 
mation and the limits of the structure may be obtained before a field has been fully 
drilled, to provide the basis for a reasonable estimate of the volume of gas recover- 
able. Particularly in new fields, there exist for the estimator difficult problems in 
determining the limits of the reservoir. 


“Conditions may indicate that a field extends beyond the points for which 
available data will firmly support. In such areas, reserves may be classified less 
definitely, as probable but not proved. Thus, there is considerable latitude in desig- 
nating reserves as proved or probable; much depends upon the good judgment of 
the estimator.” 


The estimate presented to the Commission by the Canadian Petroleum Association following 
the pattern of estimating of gas reserves adopted by the American Gas Association and the Ameri- 
can Petroleum Institute over a period of some years, is a conservative estimate comprised of in- 
dividual companies’ or producers’ estimates furnished to the Association for the purpose of pro- 
viding the Association with statistical data useful for the evaluation of reserves for comparative 
purposes and to illustrate the trend of decreasing or increasing gas reserves from year to year. 


The intent in such estimates is to make the calculation of reserves consistent from year to year 
and generally to include as proved only the estimated volumes of gas underlying wells already 
drilled with little consideration to the areas in the vicinity of the drilled wells. Such areas are 
generally not classed as proved but as probable, so as to give effect to a minimum conservative esti- 
mate for proved areas, particularly in respect to individual new well discoveries. 


The conservative nature of this statistical estimate is illustrated in the fact that in succeeding 
years the major increase in additions to proved reserves of oil and gas added each year are due to 
re-valuing and increasing the estimates of reserves from discoveries of previous years following 
further drilling and study of the data on which the initial estimates were made. 


The reserve estimates provided, often in confidence, to such Associations for the above men- 
tioned statistical purposes are not relied upon by the natural gas industry as estimates upon which 
the financing, development and operation of specific projects are carried out. In each case in which 
there is a prospect for the expenditure of substantial sums in development drilling, pipeline and 
plant capacity, it is the custom in the natural gas industry to have specific estimates of the reserves 
carried out by recognized geological and engineering consultants who have had years of experience 
and who have had the opportunity to study the results of natural gas production from many fields. 


These consultants give consideration to all of the available information and do not necessarily 
limit the productive acreage to drilled areas but include in their proved reserve estimates areas de- 
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RECOVERABLE PIPELINE RESERVES IN ALBERTA AND BRITISH COLUMBIA 


fined by geologic interpretation based on sub-surface and other information interpreted on the basis 
of the experience of the consultant in each case. It is the estimates of proved gas reserves prepared 
by such consultants that have provided the basis for investment in pipeline and plant facilities 
by insurance companies and other large scale investors for many years. 


After specific studies of the nature referred to above, the geological and engineering staff of 
Westcoast have estimated the proved reserves of gas in Alberta and British Columbia for the pur- 
poses of operations of the Westcoast project and for the purpose of providing a basis for the 
investment of funds in the proposed Westcoast pipeline from southern Alberta to Kingsgate, Brit- 
ish Columbia. This estimate is summarized as follows: — 


Recoverable Pipeline 
hi l ___ Reserves MMcf 


NUE 2 ee Fe Ege aE ko 22,300 


Britishe Gol vin Dineen eee eee eee eee eo ee ee ee 2,200 


The map on page 14 shows the location of the principal gas fields in Alberta. The gas re- 
serve within these fields has been allocated in the table starting on page 22 on the basis of location 
and economics to supply local requirements, the various export pipelines and the proposed 
Westcoast export of gas from southern and central Alberta. 


On the last page of the tables the gas reserve available for each use is totalled for all fields. 
The gas requirements and the requirements for gas as a percent of the available supply is also 
shown. The estimated reserves as detailed in the table are one and one-third the total require- 
ments for local use in the next thirty years, for the authorized pipelines including additional gas 
for the Trans-Canada Pipe Line system in the volume of 2.75 trillion cubic feet and the esti- 
mated requirements of the proposed Westcoast pipeline to Kingsgate, British Columbia. 
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THE WESTCOAST PROJECT 
IN BRITISH COLUMBIA AND NORTHWESTERN ALBERTA 


Westcoast was incorporated by Act of Parliament of Canada on April 30, 1949. The prin- 
cipal executive offices of Westcoast and its head office are located in the Pacific Building, Cal- 
gary, Alberta. The pipeline operating offices are located at 1155 West Georgia St., Vancouver, 
British Columbia. 


The first venture of Westcoast was the construction and operation of a 4% inch pipeline, 17 
miles in length, from Pouce Coupe, Alberta, to Dawson Creek, British Columbia, for a 29 month 
period from December 1950 to April 1953. The property then was transferred to Peace River 
Transmission Company Limited, having served the purpose of determining the feasibility of gas 
pipeline transmission in the temperatures prevailing in the far northern areas of Alberta and 
British Columbia. This project was authorized by appropriate orders issued under the Pipe 
Lines Act of Canada and The Gas Resources Preservation Act of Alberta hereinafter described. 


AUTHORIZATIONS REQUIRED FOR GAS PIPELINE CONSTRUCTION 


Under the British North America Act of 1867, the Parliament of Canada has exclusive juris- 
diction over inter-provincial and international trade, including the transportation of natural gas 
between the provinces and in international commerce. This control is exercised under two 
statutes of the Parliament of Canada, namely, (1) The Pipe Lines Act, which requires the appro- 
val of the Board of Transport Commissioners for Canada for the construction and initial oper- 
ation of an inter-provincial or international pipeline and (2) The Exportation of Power and 
Fluids and Importation of Gas Act, which requires a license from the Minister of Trade and 
Commerce of Canada for the exportation or importation of natural gas. 


By an order dated June 6, 1955, the Board of Transport Commissioners for Canada ap- 
proved the proposed route of Westcoast’s pipeline and granted an extension of time for the con- 
struction and completion of the pipeline until October 31, 1957. By an order dated July 29, 1957, 
the Board of Transport Commissioners authorized the proposed extensions of Westcoast’s gather- 
ing system in British Columbia, subject to completion in 1958. 


27, 


On June 27, 1955, Westcoast received an amended license from the Minister of Trade and 
Commerce to export from Canada up to 125 billion cubic feet per year (approximately 343,000 
Mcf of gas per day) for a period of 20 years from the commenceiitent of such exportation. This 
export license is contingent upon Westcoast’s agreement to supply gas to any Canadian consumer 
without impairment to any existing service including service to Inland Natural Gas Co. Ltd. (In- 
land), British Columbia Electric Company Limited (B.C. Electric) and Pacific Northwest Pipe- 
line Corporation (Pacific Northwest), provided such Canadian consumer can be reasonably ec- 
onomicaly supplied. The Exportation of Power and Fluids and Importation of Gas Act, passed 
by the Parliament of Canada in 1955, specifically provides that any license issued thereunder 
can be terminated for a violation by the licensee of the terms of the license granted and the regula- 
tions applicable thereto after notification to the licensee of such default and the failure of the li- 
censee to remedy such default. 


In addition to the export license, Westcoast also received a license dated November, 18. 
1955, to import natural gas from Pacific Northwest for interim service to B.C. Electric, which 
terminated with respect to deliveries to B.C. Electric on October 1, 1957, but remains in effect with 
respect to such volumes as Westcoast may require for service to its system in the event of emer- 
gency interuption of gas from Canadian sources. 


The petroleum and natural gas leases issued by the government of Alberta contain a co- 
venant by the lessee that the gas produced from the leased lands shall not be used outside the pro- 
vince without the prior consent of the Lieutenant Governor in Council. The appropriate Orders 
in Council expressing the consent of the Lieutenant Governor in Council have been obtained in 
connection with the lands located in Alberta from which Westcoast obtains a portion of its gas 
supply. Westcoast and Westcoast Transmission Company (Alberta) Ltd. (Westcoast Alberta) 
have also obtained the issuance of a permit to them under The Gas Resources Preservation Act 
of the Province of Alberta, dated June 16, 1952, authorizing the exportation of gas from the 
Peace River area of the Province of Alberta to the markets to be served by Westcoast. This per- 
mit, as amended, is for a term expiring December 31,1979 and restricts the amount of gas to be 
exported from the province, providing that not more than 1,080 billion cubic feet shall be ex- 
ported during the term of the permit, nor more than 56 billion cubic feet in any 12 month period, 
nor more than 190 million cubic feet in any one day. 


Apart from the authorizations required by any Canadian company desiring to export gas from 
Canada, the customer of the Canadian company desiring to purchase such gas as may be de- 
livered to it at the United States border must obtain authorizations from the Federal authorities 
in the United States permitting construction of the facilities to transmit gas to the communities to 
be served in the United States, construction of facilities at the United States border to take de- 
livery of the gas and a permit to import gas into the United States. 


Such a United States company is a natural gas company as defined in the Natural Gas Act 
of 1938 as amended, and is subject to the jurisdiction of the Federal Power Commission 
under that Act. The Federal Power Commissicn is empowered to grant to such a company a 
Certificate of Public Convenience and Necessity to engage in the transportation or sale of natural 
gas in inter-state commerce for resale for ultimate public consumption. In addition, under Sec- 
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tion 3 of the Act, the Federal Power Commission is empowered to grant to a company desiring 
to import gas into the United States a permit to import the gas. The Federal Power Commission 
acting as agent for the President of the United States also is empowered to authorize the con- 
struction of the facilities at the International Border through which such gas may be imported. 


The Pacific Northwest which is the customer of Westcoast in the United States, has obtained 
the above required Certificates and permits. — 


DESCRIPTION OF PIPELINE FACILITIES (PEACE RIVER) 


Both Westcoast and Pacific Northwest having obtained the authorizations mentioned above, 
on October 1, 1955, Westcoast commenced the construction of its gas transmission pipeline system, 
which it completed on October 1, 1957. The Westcoast pipeline connects the producing areas of 
the Peace River country in northeastern British Columbia and northwestern Alberta to markets in 
British Columbia and the pipeline system serving markets in the United States at a point on the 
International Border between British Columbia and the State of Washington southeast of 
Vancouver. 


The gas transmitted through the pipeline system from fields in northwestern Alberta, is pur- 
chased and gathered by Westcoast Transmission Company (Alberta) Ltd. a wholly-owned sub- 
sidiary of Westcoast, and is delivered under contract to Westcoast at a point on Westcoast Al- 
berta’s gathering system in Alberta approximately three miles east of the British Columbia border. 
Westcoast itself purchases and gathers gas from fields in northeastern British Columbia. The ga- | 
thering system in operation consists of approximately 27 miles of line of varying diameters op- \ 
erated in Alberta by Westcoast Alberta, and approximately 89 miles of line of varying diameters \ 
operated by Westcoast in British Columbia. y 


The gathering systems are connected to Westcoast’s main transmission facilities, consisting of 
approximately 650 miles of 30-inch diameter pipeline and 37 miles of 26-inch diameter pipeline, 
beginning at a point near Bonanza, Alberta, proceeding by Taylor, British Columbia generally 
southwest along the John Hart Highway to Prince George, and then south through the Fraser River 
Valley to Williams Lake, from which it runs cross country by Savona and Merritt to Hope, then 
to a terminus at the International Border near Sumas, Washington and Huntingdon, British Col- 
umbia, where the line connects with facilities of B.C. Electric which serves the metropolitan area 
of Vancouver and the facilities of Pacific Northwest which serves the States of Washington, Oregon, 
Idaho, Utah and Colorado. 


The pipeline is powered by four Compressor Stations, spaced approximately 160 miles apart 
with an aggregate of 50,500 installed horse power. 


There is presently under construction an additional 84 miles of gathering system in British | 
Columbia which will extend the gathering system to a point at about Mile 73 on the Alaska High- | 
way, and provision has been made for the installation of additional compression of 2,000 horse 
power. Upon completion of the installations the capacity of the pipeline system will be 400,000 
Mcf per day. The ultimate capacity of the main pipeline system with the installation of addtional 
horse power in four additional stations will be 660,000 Mcf per day of gas. This capacity can be 
further extended by a parallel pipeline on the same right-of-way as required to meet increasing 
market demands in the future. 
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Gas scrubbing plant, refinery and sulphur plant 
at Taylor. In foreground is Westcoast’s pipeline 
bridge over the Peace River. 
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DESCRIPTION OF GAS SCRUBBING PLANT 


Westcoast has constructed at a site on the north bank of the Peace River in the vicinity of 
Taylor, British Columbia, a Gas Scrubbing Plant (the Gas Scrubbing Plant), which is processing 
the raw natural gas produced from gas fields north of the Peace River in British Columbia in order 
to make available dry specification pipeline gas for transmission and marketing and to recover raw 
hydrocarbons and sulphur by-products. The initial design capacity of the Gas Scrubbing Plant is 
defined for contract purposes as being such as to process sufficient raw gas to produce 250,000 
Mcf per day of dry specification pipeline gas with raw products of not less than 10% of the pro- 
pane, 55% of the butane, and essentially all of the liquid hydrocarbons contained in the raw gas 
delivered to the Plant. The Gas Scrubbing Plant has been constructed so that its capacity can 
ultimately be increased to process sufficient raw gas to produce 400,000 Mcf per day of dry specifi- 
cation pipeline gas. 


With this end in view, it was determined that.it would be more economical to install a portion 
of the equipment required for future expansion at the same time as installation of equipment for 
the initial gas available. For this reason the Gas Scrubbing Plant as constructed can be expanded 
without curtailing plant operations which would otherwise require interruptions in the delivery 
of pipeline gas. 


CAPITAL COST 


The capital cost of all the pipeline, compression and processing facilities to be completed as 
of November 1, 1958 is summarized as follows: — 


WESTCOAST TRANSMISSION COMPANY LIMITED 
Capital Cost — Facilities to be completed by Nov. 1, 1958 
(Based on actual costs and commitments to Jan. 1, 1958) 


MAIN PIPELINE 
Land; Rights of Way and Damages » » 773;000 


Pinepaticd | mstallati on ieee emer ieee Ak 92,580,000 

| giclee gOS Tre nec REE = 1 oe Ye 4,544,000 

Meterrand Regulator, Stations = 22 840,000 

GonmaWil els eee vas ee ee ee 256,000 

MISCEMANCOUS PIODCLUY) mee sere aa 2 ee yt 1,489,000 

(Miele; tee IR Pb eaGyi he. ts a2 a ae ae 1,209,000 

BL SURO EXOUIN NCO tree eee ee ee 2 267,000 

stale nee Pac low (COS jumee wee a 70,000 $102,028,000 
GATHERING SYSTEM 

Piper arcennstallat oti eee ee eee = 21,414,000 
(COMPRESSOR STATIONS 

Gonipressoissand sllstallati@r sass. ser ee 21,314,000 
GAS SCRUBBING PLANT 

Building, Tanks, Processing Equipment and Installation 19,603,000 


HOUSING INVESTMENT 


Processing Plant and Compressor Stations —.________ 1,958,000 
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UNDISTRIBUTED COSTS 


Corporate and Manasement js eee $ 6,477,000 

Engmeering and Supervision 9,232,000 

Interest) During Construction see ess eee 8,152,000 

Financing Costs 2.2 a ee 3,138,000 

Exchance® Loss’ 2.2. ee ee 3,560,000 30,559,000 
TL Ota bere sea oa 0 eR ee $196,876,000 
Tess Interest! Earned). 2 2 eee ee ee 783,000 
‘Total Capital: Cost ges. ee oe ee ee eee $196,093,000 


In order to provide housing accommodation for the employees for the pipeline and Gas 
Scrubbing Plant operating personnel, Westcoast arranged for the erection of 136 housing units 
situated as follows:— 


Fort: Si John-eBritish Columbia pe eee 85 Units 
Taylor Plats. British Colum Dia sce es cere ee eee 9 Units 
Fort McLeod,” British: Colum bia cscs ee eee eee 16 Units 
pxuearaltena, WBheqnesoy (rojlmamMeyey 12 Units 
Savona, British Gol b tase eee 14 Units 


This construction was carried out through the agency of Westcoast Transmission Housing 
Ltd., a wholly-owned subsidiary of Westcoast at a cost to the present time of $2,346,981 includ- 
ing mortgage loans. 


WESTCOAST PRODUCTION CO. LTD. 


Westcoast Production Co. Ltd. (a wholly owned subsidiary of Westcoast) holds an interest 
in oil and gas properties comprised in 2,304,120 acres in northern Alberta and northeastern 
British Columbia, equivalent to a net 561,931 acres on which there are completed 87 wells 
capable of production, including 6 oil wells and 81 gas wells. Westcoast Production is currently 
proceeding with active development of the properties held by it in northeastern British Columbia 
and northern Alberta. In addition with its associates, Pacific Petroleums Ltd., Canadian Atlantic 
Oil Company Ltd., Phillips Petroleum Company and El Paso Natural Gas Company, Westcoast 
Production is participating in drilling exploratory wells in two structures in the foothills area of 
southern Alberta, namely, the Sullivan Creek field and Keystone field. 


GAS PURCHASE AGREEMENTS — 


Approximately 65% of the gas initially contracted for purchase by Westcoast is covered by 
contracts with Pacific Petroleums Ltd. and its associated companies. 


A description of the terms and conditions of the Gas Purchase Agreements held by West- 
coast is as follows:— 
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Westcoast has four contracts for the purchase of natural gas with producers in satel Colum- 
bia providing for the delivery of the following maximum daily amounts of gas:— \ 


(Volumes at 15.025 psia and 60° F.) 
Gulf States Oil 
ies ie Company of 4 
TaNN Phillips |) dis, 18), Nyaa), Canada and El ( 
Pacific Petroleum  \ A. M. Lloyd Paso Natural 
Period Petroleums Ltd. Company cet ale Gas Company 
~ wa 


| ee 


Beginning November 1, 195 
and continuing during the 
term of contract (the life of 
thesticld)\ gee == eee 230,000 Mcf (1) — — — 


January 1, 1959 to December 
3a O5 9 gees eee ee — 62,500 Mcf 30,000 Mct 5,000 Mcf 


January 1, 1960 and each 
year therealten) — — 62,500 50,000 (2) 5,000 


Note: 


(1) Westcoast, on 4 months’ notice, has the option to increase the daily gas deliveries by 
25,000 Mcf. 


(2) Westcoast, upon notice from the sellers that the gas is available, has the option to in- 
crease the daily gas deliveries at the rate of 1,000 Mcf, up to an additional total of 50,- 
000 Mcf, for each 10,000,000 Mcf of proved recoverable reserves established for the 
lands contract in excess of 500,000,000 Mcf. In the event that Westcoast increases it 
sales to Pacific Northwest over 300,000 Mef per day, the Selers may require Westcoast 
to exercise it option as aforesaid. 


Westcoast Alberta has five contracts for the purchase of natural gas with producers in Alberta 
providing for the delivery to Westcoast Alberta of the following maximum daily amounts of gas: 


—<$~ 


oa 


(Volumes at 15.025 psia and 60° F.) _ 


— / Pacific Pet- 

a 4 “xaleums and 

a | Westcoast 

Pacific Productio 

\ Petroleums \ Co. Ltd. Limited Petroleums Canadian Fina 

Period \ uta a) @) @) (3) Limited Oil Limited 


January 1, 1958 to Dec- ~~~ 
ember 31, 1958 30,000 Mcf 20,000 Mcf 11,500 Mcf 2,500 Mcf 27,000 Mcf 


Each year thereafter ___. 30,000 Mcf 20,000 Mcf 15,700 Mcf 2,500 Mcf 40,000 Mcf 


| 
Imperial Royalite Oil 
Oil Pathfinder Company and 


Notes: 


(1) By supplementary agreement dated April 21, 1955, Westcoast Alberta has an option to 
increase the daily gas deliveries up to December 31, 1960 by 30,000 Mcf. 


(2) By supplementary agreement dated April 21, 1955, Westcoast Alberta has an option to 
increase the daily gas deliveries up to December 31, 1960 by 10,000 Mcf. 
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(3) Deliveries under this contract may be deferred, at the option of Westcoast, to November 
1, 1960. 


In addition to the above contracts, Westcoast Alberta has entered into contracts with Shell Oil 
Company and The British American Oil Company Limited, to the effect that Westcoast Alberta 
and the two respective producers will begin consultations prior to January 1, 1959 for the purpose 
of entering into gas purchase contracts with respect to the gas to be produced from certain lands in 
Alberta at prices to be mutually agreed upon, which shall not be less than a stated minimum. The 
gas under the respective producers’ lands, except for any amount required for local distribution, 
is dedicated to these contracts until January 1, 1960, subject to the consummation of gas purchase 
contracts with such producers within the time specified in such contracts. 


Westcoast Alberta has entered into a contract with Westcoast to deliver to Westcoast all of the 
gas it has contracted to purchase from producers in Alberta. Westcoast Alberta is financed, 
managed and operated by Westcoast and the price paid by Westcoast for the gas is an amount 
equivalent to the contract price paid in each case by Westcoast Alberta to the producer plus an 
additional amount which will provide for the payment of all costs of Westcoast Alberta and pro- 
vide it with a reasonable return on the investment in its pipeline facilities. 

_ OO 

The various gas purchase contracts are generally similar in form, the producers being obli- 
gated to make delivery of the gas at a central point in each field subject to the right to use such 
volumes of gas as may be required for production and development purposes. The contracts pro- 
vide that the producers shall deliver a specified maximum daily volume of gas from the leases 
specified therein and that Westcoast or Westcoast Alberta, as the case may be, except in the case 
of the British Columbia acreage of Pacific Petroleums Ltd., will take delivery of a total volume in 
each year of a minimum of 263 times the maximum daily volume obligation in effect from time 
to time. In respect to all gas delivered by producers in Alberta and from points south of the Peace 
River in British Columbia, the gas delivered shall be dry pipeline gas free of hydrocarbons and 
sulphur as specified. In respect to gas delivered north of the Peace River in British Columbia, 
the gas shall be delivered to Westcoast in its raw state as produced except that the producer may 
extract hydrocarbons and liquids by mechanical separation where such processing will not reduce 
the liquid content of the gas below 0.5 gallons cf pentane plus per Mcf. 


The prices, which are to be paid under the contracts previously referred to for gas produced 
in Alberta and from fields south of the Peace River in British Columbia and for the residue gas at 
the outlet of the Gas Scrubbing Plant in the case of gas delivered from fields north of the Peace 
River, are as follows: 


FIELD PRICE DRY PIPELINE GAS Per Mcf 
Cents 

For the period following the first delivery 
Of Gaston) anvarys lio LD 0 5p ne oe ee eee eee ee ee eae eee ore ee 
BiGrs three err 1 Oi Se ee ae ee eee ee AC 
Box; thee year, 1 9G4 se es pees ae Ae ee 
For theyear 19657 23 2 ee Aen a eee Sia eite oe aes ee s. 10%c 
Porethe years) 966 ase se ope ae oe eR ke ee ee ee, IOUS 
Bor: the weartil 9 G7 tt Bat eg ee as ee 1c 
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POLS tCS cart) Oc meee mene tree ke ee eee ee ii ¢ 
Bor thes yearg.) 6 yee eee ee 11%c 
EOFS L IC gy CAINE Uo) 1) CameeenaelU TE Beste eect SA eg es one eS ie2¢ 


OEE the aye alae 9 Miser ear est ate Se kt a a 11%c¢c 
For the year 1972 
For the year 1973 
TPOPRLING) VC AL ge LD 7 4 pune time El SS as Re 12%c 


ow thetyeary 19 Siam seeeeeree emer mee ere Ee er te 2 1272¢ 
ODRLICEY Care 07 (yeaa memantine en oe ee ok DAZ Ke 
EOPRLIIC SV CAI gl 1) em ees Ou SOR ene ge a ee Ee 122¢ 


provided that, for each month after commencement of deliveries hereunder and before November 
1, 1963, during which the maximum billing demand billed to its customers by Buyer is less than 
an average of 460,000 Mcf per day, the said price shall be reduced as follows: 


Adjustment 
Per Mcf 
Cents 

Less than 460,000 but equal to or more than 425,000 _.....-_— Qe 
Less than 425,000 but eqaul to or more than 400,000 ¥ac 
Lesspthans4 00, 0C0_but.equall tocor more. than’375,000° 2. 23 eee 1%4c 
Tessethan 375,006, but-equal ‘to: or more than 350,000 __ <2 = 2%4c 
Less than 350,000 but equal to or more than 325,000 _._..__.._._._-_ 34%4c 
ess, thane5 25,000 but equalsto or more than 300,000 —_ 2 =  ee 334¢ 
Tressm tiaras 0: O00 ieee mentee Brie ere ee ee re en eS ee Soe eB ie ee 4c 


On the basis of anticipated maximum firm gas sales of 400,000 Mcf per day by November 
1, 1959 the price payable to producers will be 9%c per Mcf. 


All of the purchase contracts contain provisions to the effect that, if Westcoast or Westcoast ° 


Alberta should enter into any contract for the purchase of gas with a producer in the Peace River 
area of Alberta or British Columbia, as the case may be, containing terms more favorable to the 
producer than those contained in the existing contracts, the more favorable terms will become 


applicable to the existing contracts in each Province at the option of the producers in such Pro- _ 


vince. 


The contracts contain provisions for adjusting the price to reflect changes in the rate of ex- 
change between Canadian and United States funds below 95% or above 105%, as the case 
may be, and for increases in certain Canadian taxes on the producers. The contracts, with cer- 
tain exceptions, provide that, at the expiration of the 20-year period, the price to be paid by the 
Westcoast or Westcoast Alberta, as the case may be, for natural gas is to be mutually agreed up- 
on with the producers and in the event that no agreement shall be reached, the price in effect in 
the 20th year shall prevail, subject to the respective producers’ rights to terminmate their con- 
tracts upon six month’s notice. 
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In the case of raw gas containing hydrocarbons and sulphur delivered from fields north of 
the Peace River, Westcoast will pay, as an additional component part of the price per Mcf 
of gas delivered, up to 40% of the sales value of liquid petroleum gases, natural gasoline and 
sulphur recovered in the Gas Scrubbing Plant, calculated in respect to each delivery point as fol- 


lows:— 


By-Products Price Schedule 


The portion of the price per Mcf based on the by-products shall be the total of the com- 
ponent prices per Mcf for pentanes plus, LPG, sulphur and other material extracted and 
sold, determined for each delivery point as follows: 


(a) 


(b) 


(c) 


(d) 


(e) 


The component price for pentanes plus per Mcf of Gas delivered obtained by mul- 
tiplying the GPM (gallons per million cubic feet) of pentanes plus by the adjust- 
ment for actual monthly plant production as hereinafter defined, by the applicable 
percentage set forth in Subsection (e) of this Section 2 and by the average price 
for pentanes plus being received by Buyer F.O.B. its Gas Processing Plant. The 
adjustment for actual monthly plant production hereinbefore mentioned shall be a 
fraction, the numerator of which shall be the actual net plant production of pentanes 
plus during the month and the denominator of which shall be the sum of the pen- 
tanes plus contained in the Gas delivered by all Sellers during the month. 


The component price of LPG (Liquidfied Petroleum Gas) per Mcf of Gas delivered 
obtained by multiplying the GPM of LPG by the adjustment for actual monthly 
plant production as hereinafter defined, by the applicable percentage set forth in 
Subsection (e) of this Section 2 and by the average price for LPG being received 
by Buyer, F.O.B. its Gas Processing Plant. The adjustment for actual monthly 
plant production as hereinbefore mentioned shall be a fraction, the numerator of 
which shall be the actual net plant production of LPG during the month and the 
denominator of which shall be the sum of the LPG contained in the gas delivered 
by all sellers during the month. 


The component price for sulphur per Mcf of Gas delivered obtained by multiplying 
the LPM (Pounds per Mcf) of sulphur by the adjustment for Actual monthly plant 
production as hereinafter defined, by the applicable percentage set forth in Subsection 
(e) of this Section 2, and by the average price for sulphur being received by Buyer, 
F.O.B. its Gas Processing Plant. The adjustment for actual monthly plant produc- 
tion hereinbefore mentioned shall be a fraction, the numerator of which shall be the 
actual net plant production of sulphur during the month and the denominator of 
which shall be the sum of the sulphur contained in the gas delivered by all sellers 
during the month. 


The component price for other materials extracted and sold per Mcf of Gas de- 
livered shall be determined in a manner comparable with the provisions of Subsec- 
tions (a), (b) and (c) of this Section 2. 


The applicable percentage to be employed in Subsections (a), (b), (c) and (d) 
of this Section 2 for the gas delivered hereunder at each delivery point shall be as 
follows: 
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Applicable 
GMP of Pentanes in Gas Percentage 
DES Sa 6111 eee en wee eR I 08 a se -0 
BqualmtorOi2 S- bute lessetivar (Os) ()ieeteceaats sates pee oe 37% 
Equal itoedeo Osbetmlessetih ans) ://vesemeersn ee eter eee ee 38% 
Bigualston OF om Ducslessa tial at ()0) pameetee ree at ok eee ee 39% 
Eq Usk ste Oleic te etiam () ie cewmaeee eee oo ace ee en I 40% 


provided, however, notwithstanding anything hereinbefore set forth in this Article VI, 
the Buyer specifically reserves the right to renegotiate an equitable charge for processing 
raw gas delivered at any delivery point which has a GPM of pentanes plus less than 
0.25, and failing agreement, to discontinue accepting raw Gas at such delivery point. 


Westcoast has provided for the sale of the hydrocarbons and sulphur recovered in the Gas 
Scrubbing Plant in accordance with arrangements as hereinafter described. 


HYDROCARBON SALES AGREEMENT 


Westcoast has entered into an agreement (the “Hydrocarbon By-Product Purchase Agree- 
ment”) with Pacific Petroleums Ltd. (“Pacific”) and Phillips Petroleum Company (‘Phillips’) 
whereby Pacific and Phillips will purchase the entire production of liquefied petroleum gas 
(LPG) and liquid hydrocarbons from the Gas Scrubbing Plant. 


The term of the Hydrocarbon By-Product Purchase Agreement is for an initial period 
ending at the expiration of the twentieth year following the year in which the first delivery of raw 
by-products shall be made by Westcoast, and will continue in effect thereafter from year to year | 
antil terminated on eighteen months’ notice by either party to the other. The contract provides 
that Pacific and Phillips will pay 35c per barrel for mixed propane and butane and $3.25 per bar- 
rel for liquid hydrocarbons for a period ending with the expiration of the fifth year of the afore- 
mentioned twenty-year period, and thereafter Pacific and Phillips will pay for each succeeding five- 
year period such prices as shall be mutually agred upon by the parties, and, in the absence of such 
mutual agreement, the prices to be paid shall be the prices in effect for the preceding five-year period. 


Pacific and Phillips are jointly constructing and will own and operate the Refining Plant ; 


at a site adjacent to the Gas Scrubbing Plant for the purpose of processing the hydrocarbon by- / } 


products purchased from Westcoast into marketable products, including finished propane, butane, 
gasolines, diesel fuel and other liquid distillates. Pacific and Phillips are actively engaged in mar- 
keting petroleum products in the area which can be served from the Refining Plant site. 


ACID GAS SALES AGREEMENT 


Under an agreement between Westcoast and Jefferson Lake Sulphur Company (“Jefferson 
Lake”), Westcoast has agreed to sell to Jefferson Lake the production of acid gas (for the man- 


ufacture of sulphur) from the Gas Scrubbing Plant. 


Jefferson Lake has constructed, in proximity to the Gas Scrubbing Plant, a plant for pro- 
cessing acid gas for the production therefrom of elemental sulphur. The Sulphur Plant has an initial 


aM 


daily design capacity of 300 long tons of sulphur, and Jefferson Lake has agreed that, as the sup- 
ply of acid gas from the Gas Scrubbing Plant is increased in increments to yield at least an ad- 
ditional 100 long tons of sulphur per day, the capacity of the plant will be correspondingly ex- 
panded, on notice from Westcoast to a maximum productive capacity of not exceeding 600 long 
tons per day. 


Westcoast has agreed, until December 31, 1959, to use its best efforts to process not less than 
226,000 Mcf per day of gas producing an acid gas stream from which 290 long tons of sulphur 
per day can be produced by Jefferson Lake and, after December 31, 1959, to process additional 
volumes of gas sufficient to enable Jefferson Lake to produce in excess of 300 long tons of sul- 
phur per day. 


The parties have agreed that all acid gas produced by the Gas Scrubbing Plant up to the 
actual capacity of the Sulphur Plant shall be made available to Jefferson Lake and that Jefferson 
Lake shall accept and pay for all such acid gas made available to it, except that Jefferson Lake 
shall not be obligated to pay for acid gas, in excess of the initial design production capacity of its 
plant, which it is unable to process at any given time. 


Westcoast has agreed to give Jefferson Lake the right of first refusal to purchase, on terms 
no less favorable to Westcoast than it can otherwise obtain, all acid gas produced by the Gas 
Scrubbing Plant in excess of the volumes contracted for. 


The price of acid gas, delivered to Jefferson Lake, is expressed in sulphur equivalent and 
is based on a formula related to daily average production of sulphur and the average sales price 
per long ton received during the preceding quarter by Jefferson Lake, F.O.B. its plant, less freight, 
all allowances and local sales taxes. The price payable per long ton of calendar monthly quantity 
of sulphur (daily average production or equivalent, multiplied by the number of days in the month) 
for each quarter shall be the base price given below opposite the corresponding daily average 
production or equivalent, adjusted in direct ratio to variations, from $20.50 per long ton, in the 
net-sales-sulphur-price F.O.B. plant for such quarter. One-half of the excess over, or deficiency 
below, $20.50 per long ton, shall be added to, or substracted from, the base price, as the case 
may be, provided that the net-sales-sulphur-price F.O.B. plant is never to be less than $16.50 per 
long ton. 


Price Table 


Daily Average Production Base Price 
or Equivalent Per Long Ton 
(Long Tons) 


159.0. sand. sander’ 5.8 s1 es Sek Cee eee. ee ie ae $ 4.95 
LOOMLOPLO9:O eee ae eae ee dE Ee OE Mes Pot ok ane 
LAUR oe i. 3: Scene ee ne et ee ee LS 5.79 
EUR so BN lS Rep oeeee meee me eee 6 ee ee, aL Ae 6.21 
LOO! tog 999 9S ie ee oe ee ee 6.63 
200 to 209.9 ____ Sor Te AN eee AN. Od rE EDT 7.05 
ZAO 0 21919 eee Ae rag Beene Oe ee ee oe 7.47 
20401 22.9 OT ac Pee cea ee ce ce eee ee =n = 7.89 
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230310823 9/0 aan eae Saree hehe Ei) enh Pats 8.31 
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After ten years, Westcoast has the option to continue the aforementioned price arrangement for- 
mula or, at its option, to receive thereafter one-half of the operating earnings of Jefferson Lake 
realized from sulphur produced or products recovered from acid gas furnished by Westcoast un- 
der the agreement. 


The agreement is for a primary term of twenty years, subject to extension for fixed periods 
in the event that Jefferson Lake shall be required to increase its plant capacity as described 
above, and thereafter the agreement shall continue in force from year to year subject to termin- 
ation at the election of either party. 


GAS SALES AGREEMENTS - GENERAL 


Westcoast has entered into contracts for the sale of the natural gas transported over its 
pipeline to three customers, Inland Natural Gas Co. Ltd. (Inland), British Columbia Electric 
Company Limited (B.C. Electric), and Pacific Northwest Pipeline Corporation (Pacific Northwest). 


Inland has constructed and is presently operating transmission and distribution facilities 
required to make gas available to the British Columbia communities of Quesnel, Williams Lake, 100 
Mile House, Merritt, Kamloops, North Kamloops, Vernon, Salmon Arm, Enderby, Armstrong, 
Kelowna, Glenmore, Penticton, Summerland, Oliver, Osoyoos, Grand Forks, Rossland, Trail, 
Tadanac, Castlegar, Kinnaird and Nelson in the Okanagan Valley and West Kootenay districts of 
the Province of British Columbia. 


B.C. Electric has distributed manufactured gas in the lower mainland area of British Columbia 
for many years, the principal market being in metropolitan Vancouver. In November 1956 through 
a connection at the International Border near Huntingdon, British Columbia, B.C. Electric was able 
to take delivery of natural gas made available from Pacific Northwest, and constructed new facilities 
and converted its manufactured gas facilities for the use of natural gas. Upon gas being made avail- 
able at Huntingdon from the Westcoast pipeline system on October 1, 1957, the interim supply of 
gas from Pacific Northwest was terminated. 


Pacific Northwest, in October 1956, completed the construction of a natural gas pipeline from 
the San Juan Basin area of New Mexico and Colorado to the International Border at Sumas, Wash- 
ington, adjacent to Huntingdon, British Columbia, and is now transmitting gas to communities in the 
States of Colorado, Utah, Wyoming, Idaho, Oregon and Washington, making use of gas provided 
from sources in the San Juan Basin and from gas delivered to its facilities by Westcoast at Sumas, 
Washington. 
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The following is a summary of the maximum daily quantities of gas which (subject to certain 
options to increase, described below) Westcoast may be obligated to deliver to the respective pur- 
chasers during the twenty-year period covered by the contracts: 


(Volumes 14.73 psia and 60° F.) 


Inland B.C. Electric Pacific Northwest 
First Period = 28,000 Mcf (1) 40,000 Mcf (1) 203,308 Mcf (2) 
Second Period — 36,000 Mcf (3) 50,000 Mcf (3) 252,885 Mcf (4) 
Third Period __...---— 43,000 Mcf (5) 50,000 Mcf (5) 303,462 Mcf (6) 


(1) Prior to November 1, 1958. 

(2) Prior to January 1, 1958. 

(3) Year ending November 1, 1959. 

(4) Year ending December 31, 1958. 

(5) Year ending November 1, 1960, and each year thereafter to and including the year ending 
November 1, 1977. 

(6) Year ending December 31, 1959, and each year thereafter to and including the year ending 
December 315.1977 


Inland has agreed to pay the demand rate on a daily minimum of 24,000 Mcf during the sec- 
ond period and 29,500 Mcf during the third period but no daily minimum is provided for the first 
period. Pacific Northwest has agreed to pay the demand rate on the full amount of the maximum 
gas deliverable to it in each of the three periods referred to in the table above, but has reserved the 
right to reduce these quantities by 50,000 Mcf per day until January 1, 1960, but not thereafter, 
B.C. Electric has not agreed to pay the demand rate on any daily minimum quantities of gas, but 
has advised the Company that it anticipates that it will require, during the first and second periods, 
approximately 42,000 Mcf daily and, during the third period, approximately 58,000 Mcf daily. 


In its contracts with Inland and B.C. Electric, Westcoast has agreed not to supply gas to 
any other person for consumption or resale in the areas served by these companies unless it is re- 
quired to do so by valid order of any public regulatory authority having jurisdiction, or, unless, 
after notice, Inland or B.C. Electric, as the case might be, should fail to supply any bona fide pur- 
chaser on reasonable terms. 


GAS SALES AGREEMENT - INLAND NATURAL GAS CO. LTD. 


Gas is sold by Westcoast to Inland under the terms of two service agreements. The first Inland 
agreement, covering sales to communities in the interior of British Columbia other than the West 
Kootenay district (the “Inland Agreement”), as amended, permits Inland, at any time prior to 
November 1, 1959, on 12 months’ notice, to increase the daily maximum amount of gas which 
Westcoast must stand ready to deliver to it, up to, but not in excess of, a total of 32,000 Mcf. 
Provision is also made for further increases thereafter, up to an aggregate of 16,000 Mcf addi- 
tional, in the event that the proven and recoverable reserves available to Westcoast and its pipeline 
facilities are adequate and the demand obligations of Westcoast’s other purchasers are adequately 
provided for. The price of the gas to be delivered to Inland under both agreements is the aggregate 
of a commodity charge of 20c per Mcf and a demand charge of $3.21 per Mcf of the monthly 
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billing demand. The billing demand for any period is to be ascertained by determining the greater of 
(1) the largest amount of firm gas (as defined in the agreement) delivered to Inland on any day 
during the 12 months ended with the period or (2) the daily minimum amount of gas agreed to be 
purchased. The agreements provide that the total of the commodity charge and the demand charge 
shall not exceed 47c per Mcf prior to November 1, 1958. Ata 75% load factor, the price would 
be 34.1c per Mcf. Gas may also be delivered and purchased on an interruptible basis, subject to 
curtailment by Westcoast. The price to be paid for such interruptible gas is 22c per Mcf gas deliv- 
ered in excess of the billing demand for the day of delivery. 


In addition to delivery through Westcoast’s own facilities at various points on Westcoast’s main 
line, gas is being delivered, up until May 1, 1961, by Westcoast to Inland, through facilities con- 
structed by Inland, at several delivery points from the vicinity of Savona south to Penticton. West- 
coast will compensate Inland during this period for the use of its facilities by payment of a monthly 
sum equivalent to 1.25% of the book cost of such facilities less depreciation, the said sum in no 
event to exceed $41,667 per month. After May 1, 1961, gas under the Inland Agreement will 
be delivered to Inland at one delivery point near Savona and Inland will bear the full cost of delivery 
to the points south from Savona to Penticton of all gas purchased by it under the Agreement. 


The Inland agreement, covering the sale of gas for distribution in the West Kootenay district 
(the “Inland West Kootenay Agreement’) provides that Inland may, on 12 months’ notice, increase 
the daily maximum amount of gas to be delivered by Westcoast 11,000 Mcf per day up to 21,500 
Mcf of gas per day. Westcoast agrees to deliver the gas for distribution in the West Kootenay 
district at a point on the Inland pipeline system south of the city of Penticton. Inland will make 
available its pipeline connecting Penticton and Westcoast’s main line at a point near Savona in con- 
sideration of a rental payment calculated at the rate of $1.15 per Mcf of the monthly billing 
demand of all volumes of gas transmitted from Penticton to the West Kootenay district. 


It will be noted that the above contracts with Inland both contain provision for substantial 
payment by Westcoast to Inland on account of the carrying charges and capital expenditures 
incurred by Inland in constructing its distribution facilities from the connection thereof with 
the Westcoast main line at Savona to the terminus at Nelson. 


The contribution by Westcoast towards the cost of these facilities is contained in the rental 
payment to be made under the Inland Agreement at the rate of $500,000 for 312 years — a total 
contribution of $1,750,000. This contribution is made to Inland by way of rental payment for the 
express purpose of assisting Inland in carrying the investment in its main line facilities from Savona 
to Penticton during the initial years of operation prior to Inland building up its market in the 
communities served by the pipeline from Savona to Penticton to their full capacity estimated to 
be obtained on January 1, 1961. 


Under the Inland West Kootenay Agreement, Inland undertook the building of its main 
distribution line from Penticton to Nelson so as to provide a service to the West Kootenay area in 
which are situated the populous cities of Rossland, Trail and Nelson, whose economy is based 
on the operation of the Consolidated Mining & Smelting Company plant at Trail, one of the lar- 
gest non-ferrous smelting and refining plants in the world, with which is operated a substantial fer- 
tilizer and chemical division making use of by-products from non-ferrous metals treated. 
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The contribution of Westcoast to the operation of this pipe line is the reduction in the demand 
rate for gas transmitted through the pipe line of $1.15 per Mcf based on maximum firm sales in 
each month for the term of 20 years from the date of first delivery. 


As a result of the policy adopted by Westcoast in providing the rental payments, which are 
applied by Inland against the capital cost investment of the facilities constructed by it, gas has 
been made available at an economic price not exceeding the price charged for gas distributed in 
other areas in British Columbia south of the Peace River area. The number of communities eventu- 
ally to be served will be 37 communities. Gas service to these communities will be useful in main- 
taining the economy of the fruit and vegetable industries carried on in the Okanagan area and will 
also be available to the mining, smelting and forestry industries in the West Kootenay area. 


Inland has not only provided a gas transmission system plus a gas distribution system serving 
the residents and industry of the communities above mentioned in British Columbia, but its facilities 
also serve to supply gas to 5 of the electrical generation plants of the British Columbia Power Com- 
mission situated at the communities of Prince George, Quesnel, Williams Lake, 100 Mile House 
and Kamloops. The gas is provided at a very substantial saving from the cost of oil. This savings 
is reflected in the rate for electrical energy charged to each of the communities served. 


GAS SALES AGREEMENT - BRITISH COLUMBIA ELECTRIC COMPANY 


Gas will be sold to B.C. Electric under three contracts, namely, the principal service agree- 
ment as amended, a guaranteed interruptible contract, and a thermal plant agreement. 


The principal service agreement permits B.C. Electric, at any time prior to November 1, 1959 
and on 12 months’ notice, to increase the daily maximum amount of gas which Westcoast must 
stand ready to deliver to it, up to 50,000 Mcf per day. At any time after B.C. Electric’s purchases 
have reached a maximum of 50,000 Mcf of gas per day, B.C. Electric may, upon not less than 10 
months’ notice expiring on November | in any year, increase the daily maximum amount of gas to 
be delivered to it up to, but not exceeding 130,000 Mcf. 


The price to be paid for the gas to be delivered to B.C. Electric under the principal service 
agreement is the same as that provided for in the Inland contracts and is computed in the 
same manner, except that the billing demand for any day or month shall be the greater only of 
(1) the greatest quantity of firm gas delivered on any day during the 12 months ending with such 
month, or (2) 90% of the greatest previous billing demand. If B.C. Electric shall exercise its right 
to increase the demand obligations and if the aggregate demand obligations of all of Westcoast’s 
purchasers shall then exceed 520,000 Mcf of gas per day, the gas delivered to B.C. Electric shall 
to the extent that it causes the aggregate demand obligations to exceed 520,000 Mcf, be billed at ‘ 
commodity charge rate of 21.2c per Mcf rather than 20c per Mcef. Interruptible gas is priced on 
the same basis as in the Inland Agreement and the agreement contains the same price limitation 
until November 1, 1958. 


The guaranteed interruptible contract provides that on or before May 1, 1957 and January 1 
in each of the calendar years 1958 to 1961, B.C. Electric will advise the Company of its peak day 
requirements for firm gas and interruptible gas, respectively, under the principal service agreement 
for the year starting on the first day of November following. The Company agrees to hold avail- 
able for delivery to B.C. Electric up to an aggregate of 57,500 Mcf of gas per day for a minimum 
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number of 325 days in each of the years beginning November 1, 1957, November 1, 1958 and 
November 1, 1959 and a minimum number of 265 days and 250 days, respectively, in the years 
beginning November 1, 1960 and November 1, 1961. 


The thermal plant agreement provides that before July 1, 1958 B.C. Electric will advise West- 
coast specifying the maximum volume of natural gas per day to be used in a thermal power plant 
it intends to construct in the vicinity of Vancouver, which it wishes Westcoast to supply to it on a 
date which shall be the first day of any of the first seven months in the year 1961. The volumes so 
specified shall be 24,000 Mcf or any multiple thereof up to 144,000 Mcf. After the first notice, 
B.C. Electric may give Westcoast further notices specifying a day which shall be the first day of a 
month and shall not be earlier than three calendar years after the giving of each such notice on 
which B.C. Electric desires the maximum daily volume of gas to be supplied to it by Westcoast to 
be increased to a volume therein specified which is a multiple of 24,000 Mcf and not exceeding 
144,000 Mcf in the aggregate. The volume so specified shall be the contract demand in force and 
the delivery of gas up to the volume of such contract demand shall not be subject to interruption 
and shall have priority over all deliveries made by Westcoast on an interruptible basis. The price, 
subject to certain adjustments, shall be the demand charge of $3.21 per Mcf of contract demand 
not exceeding 96,000 Mcf, and a commodity charge of 20c per Mcf. The price to be paid with 
respect to gas delivered in excess of 96,000 Mcf up to 144,000 Mcf is not fixed by the contract. 
The term of the contract is 20 years from the date of first deliveries of gas under the contract. 


GAS SALES AGREEMENT - PACIFIC NORTHWEST PIPELINE CORPORATION 


The agreement between Westcoast and Pacific Northwest provides that the price to be paid by 
the latter for gas to be purchased from Westcoast is to be 22'4c per Mcf until J anuary 1, 1959 and 
22c per Mcf thereafter for the balance of the term of the contract, such prices being based upon 
the application of ‘demand and commodity rates at a 90% load factor. Pacific Northwest agrees to 
pay to Westcoast a minimum annual bill in an amount equal to 90% of the revenues which would 
have resulted from the demand and commodity rates above described on a 100% load factor 
applied to the volumes Westcoast is obligated to deliver. Pacific Northwest also has the right under 
the contract to purchase from Westcoast under the same terms and conditions the next 100,000 
Mcf per day which Westcoast has available for delivery and sale over and above Pacific Northwest’s 
contract demand and the requirements of Westcoast’s markets in Canada, subject to the grant of 
required governmental authorizations in Canada and the United States to both Westcoast and 
Pacific Northwest. 


Recently there has been comment in the press and in Parliament with respect to the price 
charged by Westcoast for gas sold at the International Border for consumption in the United 
States, namely 22c on the basis of 90% load factor. This price is contrasted to the rate charged 
by Westcoast for gas delivered into the facilities of the distributing companies in British Columbia, 


namely, B.C. Electric and Inland, which is at a rate equivalent to 32c per Mcf at 90% load factor 
basis. 


Reference has been made to the regulations under the Export and Importation of Gas Act 
which provide that the price charged by the holder of an Export License for gas exported by it 
shall not be lower than the price at which gas is supplied by it in similar quantities and under similar 
conditions of sale for consumption in Canada. 


The gas delivered to Pacific Northwest is not supplied in similar quantities nor under similar 
conditions to that supplied for consumption in Canada. 
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The Pacific Northwest contract provides for the sale of 300,000 Mcf per day at a 90% 
load factor for which Pacific Northwest must pay whether taken or not. The B.C. Electric con- 
tract, on the other hand, does not require that B.C. Electric take any particular volume of gas and 
they need not pay for any gas not taken. The B.C. Electric contract was originally negotiated on 
the then estimate that B.C. Electric would require about 40,000 Mcf per day at the end of a five- 
year period (approximately 13% of the contract obligation of Pacific Northwest). 


The sale of gas to B.C. Electric is at the point of consumption, whereas the sale of gas to Pac- 
ific Northwest is at the International Border where there are no consumers, the major points of 
consumption being far to the south. 


No community in the Pacific Northwest States is receiving natural gas at a lower city gate rate 
than Vancouver. The city rates at the boundaries of Seattle, Portland and other areas in the Pacific 
Northwest States were originally the same as for the Vancouver area. However, Pacific North- 
west has made application to the Federal Power Commission for, and has put into effect, an in- 
crease in rates of 17% which has increased the city gate rates payable by the United States com- 
munities from 32c, to 37.4c. Pacific Northwest is free to apply for further increases as its costs 
increase from year to year. 


Without the sale of 300,000,000 cubic feet per day by Westcoast at the Border, Westcoast 
could not have built a pipeline from the Peace River area and delivered gas at Vancouver under 
a rate of about $2.00 per Mcf. 


If the Peace River gas were not available for Vancouver from the present Westcoast system, 
Vancouver’s only recourse would have been to obtain gas from the Pacific Northwest Company at 
the same rate it is now paying Westcoast plus the 17% increase now in effect, plus any additional 
increase which Pacific Northwest Company would charge in the future, plus the import duty on 
gas currently fixed at 3c per Mcf. 


The facts are that Westcoast negotiated the best price possible at the Border in 1954 based on 
fuel oil competition and the competition of supplies of gas from the United States sources. West- 
coast adopted the city gate rate of competitive United States gas at Vancouver which initially was 
based on fuel oil competition at Portland, despite the fact that all costs of fuels in Vancouver 
were much higher than in Portland at the time the rates were fixed. 


B.C. Electric, after full investigation entered into its 20-year contract in order to ensure a 
firm supply for all of its requirements for 20 years from Westcoast. 


The negotiating of the 22c price at the Border by Westcoast was fully publicized in December 
1954, again fully disclosed before the Oil and Gas Conservation Board of Alberta in March 1955, 
again fully discussed before The Board of Transport Commissioners in June 1955 and full infor- 
mation furnished to the Department of Trade and Commerce upon the application for the Export 
License. As a result of the contract fixing the 22c price for the sale of 300,000 Mcf per day 
Westcoast has supplied gas to communities in British Columbia at a price much less than could 
be obtained otherwise, and it has completed its project without any subsidy or cost to the people 
of Canada with benefit to thousands of residents in British Columbia and has provided British 
Columbia and Northern Alberta with a natural gas industry. 
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POTENTIAL SALES OF GAS 
1958 - 1962 INCLUSIVE 


Westcoast estimates that the demand for gas in the markets presently served by the Westcoast 
Peace River pipeline system and the proposed pipeline to be constructed from Southern Alberta to 
the International Boarder at Kingsgate, British Columbia, for the years 1958 to 1962 inclusive, are 
as follows: — 


Potential Sales of Natural Gas 
Westcoast Transmission Company Limited 
Years 1958 to 1962 Inclusive 


1958 1959 1960 1961 1962 


Maximum Day Sales (Mcf @ 14.73 Psia) 


British Columbia Markets —__- 62,120 90,076 111,976 183,444 231,353 — | 


Pacific Northwest Pipeline Corp. 
Presentveaulnorzed = =e 252,885 303,462 303,462 303,462 303,462 


Future — —_ 404,616 505,770 606,924 


eed 252,885 303,462 708,078 809,232 910,386 


cLotale Maxitnaiite La yee ee 315,005 393,538) 6820,054" 992,676) 1,141,739 
Annual Volumes (MMcf @ 14.73 Psiay) — — — —— — — MV GEM ee wa eae 
British Columbia Markets __--____. 17,970 25,446 Semen 554 2d 
Pacific Northwest Pipeline Corp. 
Presently authorized 83,073 99,687 99,687 99,687 99,687 
PACU Cpe rm ie ee ee — — 132,916 166,145 199,375 
Total Pacific Northwest 83,073 99,687 232,603 265,832 299,062 


Ahora! ANaveteell Wrallnires — LO1043 mel 25,1 33ueezO0.l 358meo2 t.o40.) 6370989 


— =! 


ie ) full ty 


These estimates are based upon Westcoast’s appraisal of the information furnished to West- 
coast by its customers in British Columbia, Pacific Northwest Pipeline Corporation and El Paso 
Natural Gas Company. 
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COMPETITIVE FACTORS AFFECTING GAS PRICE AND MARKETS 


Instead of presenting a theoretical discussion of competitive factors affecting the gas price 
and markets, it is felt that a statement of the actual competitive factors encountered by the offi- 
cials of Westcoast in negotiating the contracts for sale of the gas transmitted through the West- 
coast pipe line would be of more value. 


Immediately following the authorization of Westcoast to export gas from Canada in June 
1952, Pacific Northwest completed its plan to purchase gas supplies in the Four Corners area of 
New Mexico, Colorado, Utah and Wyoming and made application to the Federal Power Com- 
mission for authority to build a pipe line from the San Juan Basin to Seattle and serve the market 
which Westcoast planned to serve through its subsidiary, Westcoast Transmission Company, Inc. 


This application was consolidated with the application of Westcoast Transmission Company, 
Inc., and the joint hearing of the applications proceeded before the Federal Power Commission 
from June 1952 to April 1954. On June 20, 1954, the Federal Power Commission approved the 
application of Pacific Northwest and dismissed the application of Westcoast Transmission Com- | 
pany, Inc. One of the reasons advanced for the dismissal of the application was that the Com- | 
mission did not think it in the public interest to authorize a project which would be dependant | f x 


wholly upon gas supplies originating in Canada. On the other hand, the Commission pointed out | 
that the use of Canadian gas as a supplementary source of supply was highly desirable. | 


Westcoast Transmission Company, Inc. appealed the decision of the Commission to the 
United States Court of Appeals, and immediately commenced negotiations to sell the gas which 
it had available in the California market, by-passing the market in Washington, Oregon and Idaho 
which had been allocated to the Pacific Northwest. 


After extended negotiations with the distributing companies in California, and later with the 
officials of the El Paso (the supplier of gas to the California Gas Companies), and the officials 
of Pacific Northwest, it was determined that the economic value of Canadian gas delivered at San 
Francisco was approximately 34¢ per Mcf on the basis of a 90% load factor. This value was YC 
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established in San Francisco by the delivered cost of gas at San Francisco from Texas and Arizona 
and the competitive value of Bunker fuel oil available for industrial purposes in the San Francisco 
Bay area. 


Since the demand for gas which created the market for Canadian gas was in the State of 
California the price of gas exported from Canada necessarily reflected the cost of moving the gas 
from the International Border through the facilities of Pacific Northwest plus the cost of moving 
the gas from a point on the Pacific Northwest pipeline near Boise, Idaho, through a proposed 
pipeline to be built by El Paso from Boise, Idaho, to the vicinity of San Francisco. The charge 
established for the use of the facilities of Pacific Northwest was 3¢ per Mcf. The cost of de- 
livering the gas from Boise, Idaho, to a point in the vicinity of San Francisco was estimated at 9¢ 
per Mcf. As a result, since the competitive value of gas transmitted from Texas and Arizona fields 
to San Francisco was 34¢ per Mcf, the net value of Canadian gas at the International Border, was 
34¢ less 12¢, namely, 22¢ per Mcf. 


In the gas sales agreements between Westcoast and Inland and B.C. Electric for the supplies 
of gas to Canadian consumers the rate fixed was the same rate at which gas was available at the 
city gates of Seattle, Portland and Spokane in the adjoining States of Washington and Oregon. 
This was the competitive value of gas at Vancouver because of the agreement of Pacific Northwest 
that it would supply Vancouver with gas at the above rates from its United States sources. This 
rate was less than the then competitive rate for fuel oil at Vancouver. It was far less than any 
rate based on the transportation of Peace River gas to serve Vancouver and the British Colum- 
bia markets alone. 


On the basis of the 22c price at the International Border and the rates fixed for delivery of 
gas in British Columbia, the officials of Westcoast were able to negotiate the purchase of gas from 
the producers in the field and fix the gathered price in the field. 


These gas sales agreements and gas purchase agreements had to be completed before the 
economic studies could be made on which the financing of the pipeline project was based. 


These agreements also were required to assure the consumer in the United States of supplies 
of gas for at least 20 years upon terms and conditions including price which would meet the ap- 
proval of the Federal Power Commission. The agreement for sale of gas at the International Bor- 
der was a main factor whereby the management of the insurance companies of the United States 
(who were destined to provide the greater proportion of the investment in the facilities to be con- 
structed) could recommend to their financial committees investment in Westcoast securities based 
solely on the merits of the proposal with respect to gas reserves and markets without the help of 


any government subsidy or the guarantees of international oil companies. 


It will be remembered that in both the cases of the Interprovincial Pipe Lines and Trans 
Mountain Pipe Lines the first mortgage bonds are secured by the guarantee of the world’s larger 
oil companies. In the case of Trans Canada Pipe Line substantial aid of the government of Can- 
ada was required before the Trans Canada venture obtained the approval of the investment com- 
mittees of the insurance companies in the United States. 


Following completion of the contract with Pacific Northwest in December 1954, rapid pro- 
gress was made. By March 1955 Gas Purchase Contracts, Sales Contracts with distributors in Bri- 
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tish Columbia, and the economic studies, were completed. By June, hearings before the Board of 

Transport Commissioners were completed, and an export license obtained, and Pacific Northwest 


was enabled to proceed with its application to the Federal Power Commission. 


Proceedings before the Federal Power Commision were completed in October and on 
November 28th, a Certificate of Convenience and Necessity was issued by the Federal Power 
Commission to Pacific Northwest. 


It may be observed that apart from the fact that gas must compete with other fuels, the cus- 
tomer in the United States requires reasonable assurances of a continued supply of gas over a period 
of time sufficient to provide for the amortization of the investment in the facilities installed to use 
Canadian gas by the transmission companies, the distribution companies and the industrial and 
domestic consumers. Accordingly, the less new capital expenditure required to be made in market 
and use facilities in the United States, the more flexible terms of the delivery that may be required 
by the United States customer. A customer which has invested a minimum of capital in new facili- 
ties to transmit Canadian gas is more able to restrict its requirements to volumes which are current- 
ly surplus to Canadian requirements based on taking delivery of fluctuating volumes when required 
to satisfy peak day demands of consumers in Canada as the same should occur from time to time. 


The arrangement which Westcoast has been able to make with Pacific Northwest in con- 
nection with proposed deliveries of gas from Alberta sources at the International Border near 
Kingsgate, British Columbia, is made possible by the limited investment by Pacific Northwest in 
new facilities and the ability of Pacific Northwest to fit its requirements to the peak day demands 
of Alberta consumers. 
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COST OF TRANSPORTATION 


In describing the proposed Westcoast project to transport gas from southern and central 
Alberta to the Pacific Coastal States through southeastern British Columbia, under Section 9, 
Westcoast has submitted its estimates of the cost of construction of the proposed pipeline facili- 
ties and plant together with an estimate of the operating costs of the pipeline facilities and the 
plants. The details are set out in Exhibit B. 


A discussion of the cost of transportation requires an understanding of the meaning of “cost” 
when applied to the movement of gas. Since the accounting for natural gas companies is gener- 
ally done in accordance with utility concepts the term “cost of transportation” or “cost of ser- 
vice” is generally understood in the industry to mean the actual cost of performing a service includ- 
ing a reasonable earning on the investment in facilities required for the performance of the service. 

Generally speaking, operating costs and administration amount to about 15 to 20 per cent 
of the cost of transportation while the remaining 80 to 85 per cent is related to the capital cost 
of the facilities involved. Both depreciation and general taxes, which are principally ad val- 
orem taxes, are directly related to the cost of the facilities. In order for a project to be econo- 
mically feasible, its operation must earn full interest charges plus net income, after income tax, 
sufficient to make the project financeable. 


Since the Westcoast Peace River pipeline and Gas Scrubbing Plant have only been in oper- 
ation since October 1, there is insufficient experience upon which to base definitive operating 
costs. However, for the information of the Commission, there is set out in Exhibit “C” an esti- 
mate of revenues, expenses and income for the years 1958, 1959 and 1960 as submitted to finan- 
cial institutions and underwriters in support of the economic feasibility of the Westcoast project. 
This statement was based upon the operation of the pipeline assuming that it would take three 
years to build up to its initial installed capacity. No attempt was made to forecast operating results 
which may be reflected in increased throughputs. 
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THE PROPOSED WESTCOAST PROJECT SERVING SOUTHERN AND 
CENTRAL ALBERTA AND SOUTHEASTERN BRITISH COLUMBIA 


Westcoast has made application to the Oil and Gas Conservation Board of Alberta for a per- 
mit under The Gas Resources Preservation Act, being Chapter 19 of the Statutes of Alberta 1956, 
to purchase in the Province of Alberta and transmit to markets in Alberta, British Columbia and 
the United States a total of one trillion, three hundred billion cubic feet of natural gas during the 
25-year term of the permit at a rate of not more than 55 billion cubic feet of gas in any one year 


Westcoast plans to purchase an average of 80,000 Mcf of gas per day in the Savanna Creek 
field and take delivery from the Calgary Processing Plant of from 50,000 to 100,000 Mcf per day 
as may be available after due provision at the outlet of the Plant for delivery of any gas required 
to supply consumers in the vicinity of the City of Calgary or on the system of the gas distributing 
company serving the southern Alberta area, namely, the Canadian Western Natural Gas Company 
Limited. 


The map, page 54, shows the planned expansion of the Westcoast pipeline system to take 
gas from the Savanna Creek and East Calgary fields of Southern Alberta. Westcoast plans to con- 
struct a 30-inch pipeline, 105.7 miles long, from a point on the Alberta British Columbia border 
in the Crow’s Nest Pass area to the International Boundary near Kingsgate, British Columbia. 
Westcoast Transmission Company (Alberta) Ltd. (Westcoast Alberta) plans to construct 43 
miles of 20-inch pipe and 25.9 miles of 6 to 16-inch gathering system to deliver sour gas produced 
from the Savanna Creek wells to a Gas Processing Plant located in the vicinity of Coleman. 


Westcoast Alberta also plans to construct a sour gas gathering system connecting the Wim- 
borne and Harmattan-Elkton, Sundre, Westward Ho fields to a processing plant to be constructed 
south of Calgary. This sour gas system will comprise 31 miles of 12-inch pipe, 22 miles of 16- 
inch pipe, and 130 miles of 20-inch pipe, with 26 miles of 8-inch lateral to the Harmattan-Elkton 
area. 
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THE PROPOSED WESTCOAST PROJECT SERVING SOUTHERN AND 
CENTRAL ALBERTA AND SOUTHEASTERN BRITISH COLUMBIA 


It is proposed that Alberta Gas Trunk Line Company Limited (Trunk Line) will transport 
the gas purchased by Westcoast from the Calgary Processing Plant to the Coleman Plant and then 
transport the total volume of gas to an interconnection with the Westcoast 30-inch line at the Al- 
berta British Columbia border. 


The cost of the entire project including plants, pipelines, and gathering system, but exclusive 
of well drilling, is estimated at about $90,000,000. Of this amount the cost of the Coleman Plant 
is estimated at about $15,000,000, and the cost of the Calgary Plant at about $13,000,000. 


The 30-inch pipeline planned by Westcoast will have an ultimate capacity of 660 million 
cubic feet per day and will provide a ready outlet for additional quantities of Canadian gas that 
may become surplus to the needs of the people of Alberta and Canada. 


In addition to providing an outlet for surplus Canadian gas, the proposed expansion of the 
Westcoast project will have favorable impact upon the economy of Alberta, just as the original 
Westcoast project materially affected the economy of the Peace River area and British Columbia. 


Gas will be made available for the first time to the communities of Coleman and Blairmore 
in Alberta, and Fernie, Cranbrook, Kimberley and smaller communities en route in British Col- 
umbia. The expenditure of large sums of money in drilling, pipeline contsruction and plant con- 
struction will be beneficial to the economy of southern Alberta. The two large Gas Processing 
Plants, one at Calgary and one at Coleman, will provide employment for many, and the sale of sul- 
phur and hydrocarbon by-products in export markets will contribute to the flow of money into 
Canada. At least 8 drilling rigs will be required to complete the necessary development wells, and 
other exploratory drilling activity will accompany the opening up of an export market outlet from 
the area. In anticipation of this outlet, Westcoast and Pacific Petroleums and Associates have pur- 
chased acreage at Crown sale for over $250,000 cash and are presently spending 2 million dollars in 
the drilling of two deep wildcat tests of foothill structures in southern Alberta. 


This program will develop the large sour gas Savanna Creek and East Calgary fields. These 
fields otherwise cannot be developed without an export market because large and costly plant instal- 
lations are required to make gas from these and other fields in the vicinity of Calgary merchantable. 
Such plants can only be financed, and the fields can only be economically developed by producing 
large volumes of gas uniformly throughout the year. The local gas companies do not have a market 
demand of sufficient volume or uniformity to undertake this development themselves. Having once 
developed these large gas fields, Westcoast can then make the plant residue gas available to supply 
consumers in Alberta who otherwise could not be supplied at economic prices. 


SAVANNA CREEK AGREEMENT 


Westcoast has contracted with 100% of the interests in the Savanna Creek Field, namely, 
Phillips Petroleum Company, Northern Natural Gas Producing Company, Husky Oil and Refin- 
ing Ltd., Canada Western Distributors Ltd., Anaconda Petroleums Limited, and Savanna Creek 
Gas and Oil Limited. This contract provides for the purchase of up to 1% trillion cubic feet at 
rates up to 187,500 Mcf per day depending upon gas reserves. With the gas reserve presently de- 
veloped, Westcoast expects a production of a maximum of about 100,000 Mcf per day. 


55 


The price for gas purchased at the well head is fixed in the agreement as follows: 


Per Mcf of Pipeline Gas 


Period Column 1 Column 2 Column 3 Column 4 


From date of first deliveries to 


the following next VEVUIEV JESS Oe 12¢ 13¢ 14¢ 15¢ 
INCKENOPY Cats een se Nea eave aed Sees 12¢ 13¢ 14¢ 15¢ 
EXC) Lp Vear :22 20 seer ee 1214%4¢ 1344¢ 1444¢ 15%¢ 
INGXE IE Vcal 20 5 eens es ie eee eee 134%¢ 1444¢ 154%¢ 164%¢ 


Thereafter the price specified in each of the above columns shall be increased by %¢ per 
Mcf at the beginning of each year. 


The prices set forth in Column 1 above shall apply to all gas sold hereunder except during 
such times as prices set forth in the other columns are applicable as hereinafter set forth. 


The prices set forth under Column 2 above shall apply to all Gas sold hereunder: 


(a) In any month of the term hereof during which the contract volume as defined in 
Article V hereof equals One Hundred and Fifty million cubic feet per day, or 


(b) In any month of the term hereof during which daily volume of gas received into the 
pipeline from sources within an area within Fifty miles of the pipeline or an area 
within the Province of Alberta bounded on the North by the North line of Township 
26, on the East by the East line of Range 22, West of the 4th Meridian and on the 
West by the West line of Range 8, West of the 5th Meridian, (both areas are here- 
inafter called ‘the Area’), equals 250,000 Mcf per day but is less than 350,000 Mcf 
per day. 


The prices set forth under Column 3 shall apply to all Gas sold hereunder: 


(a) In any month of the term hereof during which the contract volume as defined in 
Article V hereof equals One Hundred and Fifty million cubic feet per day and dur- 
ing which the average daily volume of gas received into the pipeline from sources 
within the Area, equals 300,000 Mef per day but is less than 400,000 Mcf per day. 


(b) In any month of the term hereof during which the average daily volume of gas re- 
ceived into the pipeline from sources within the Area, equals 350,000 Mcf per day 
but is less than 400,000 Mcf per day. 


The prices set forth under Column 4 above shall apply to all Gas sold hereunder: 


(a) In any month of the term hereof during the average daily volume of gas receivec 


into the pipeline from sources within the Area, equals 400,000 Mcf per day or 
greater.” 


COLEMAN PLANT AGREEMENT 


Under date of June 3, 1957 Westcoast Transmission Company Limited and Jefferson Lake 
Sulphur Company entered into an agreement for the joint ownership and operation of a Gas Pro- 


cessing Plant to process gas produced from the Savanna Creek field. The site of this Plant has 
been selected at Coleman. 


THE PROPOSED WESTCOAST PROJECT SERVING SOUTHERN AND 
CENTRAL ALBERTA AND SOUTHEASTERN BRITISH COLUMBIA 


EAST CALGARY FIELD AGREEMENT 


Agreements have been reached with Jefferson Lake Sulphur Company under dates of June 
18, 1957 and July 3, 1957; and with Merrill Petroleums Ltd. under date of August 1, 1957 for 
the purchase of up to 1 trillion cubic feet of gas at rates up to 125 million cubic feet per day from 
the East Calgary field, depending upon reserves. With the gas reserves presently, developed, West- 
coast expects to take 56 million cubic feet per day. 


The price for the gas at the outlet of the Processing Plant is fixed in the Agreement as follows: 


SUES CRE Cail, meee eee ere nee en Sie ee 14c 
SSCL a Vie cA eee alee cae mr eee 8 ee 14%c 
RUPEE Gh a eh gieesseeie reee rae as a eR ea a I5c 
Bo tart Daley ei ge a a 15%c 


And each year thereafter commencing with the Fifth year up to and including the 
Twentieth year of deliveries, the said price of 15%c shall be progressively in- 
creased at the rate of 4c per year.” 


WIMBORNE, HARMATTAN - ELKTON AREAS PROPOSAL 


As noted above, the application of Westcoast contemplates the construction of a large dia- 
meter pipeline system to export initially a relatively small volume of gas surplus to Alberta re- 
quirements. The facilities to be constructed will provide an outlet for over 660,000 Mcf per day. 
As additional volumes of gas become surplus to Alberta requirments, Westcoast is in a position 
to purchase such volumes, and by virtue of having originally constructed such large capacity faci- 
lities, can economically market such gas in the United States. 


Arising out of its consideration of the problem of meeting the gas requirements of the city 
of Calgary, Westcoast proposes to make use of this additional pipeline capacity so that additional 
gas production in the Wimborne and Harmattan-Elkton Areas may be developed. In the intial 
stages of production this gas can be marketed by Westcoast through delivery to its United States 
customer under terms reserving therefrom volumes that may be needed to supply peak load re- 
quirements of the City of Calgary. The cost of the gas so supplied to the City of Calgary will be 
reasonable as indicated by the calculation of estimated costs submitted in Exhibit B. 


As shown on the map, page 54, Westcoast proposes the construction of a sour gas gather- 
ing system from the Wimborne and Harmattan-Elkton areas passing adjacent to the Olds, Cross- 
field and East Calgary fields. The sour gas would be gathered to a suitable plant site south of 
Calgary near a water supply and on rail transportation where the gas would be processed. Gas 
from the Sarcee and Okotoks fields could also be conveniently processed in the same plant. 


Westcoast has offered to purchase gas from Wimborne and the Harmattan-Elkton area and 
to provide an immediate high volume, high load factor market. The majority of the producers 
in the Wimborne field have indicated their approval of the Westcoast proposal, subject to comple- 
tion of definative agreements and the issue of the required approvals from the Oil and Gas Con- 
servation Board. Producers in the Harmattan-Elkton-Sundre-Westward Ho area have reserved 
their decision pending completion of engineering studies with respect to the use of the gas pro- 

duced in the field for repressuring or recycling. 
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Westcoast proposes to purchase high pressure raw gas at the wellhead at Wimborne and com- 
pressed and gathered gas at a central point in the Harmattan-Elkton, Westward Ho, Sundre area 
and to pay prices starting at 12c per Mcf of residue gas and escalating upward plus 20 per cent of 
recovered hydrocarbon by-products. The plan assumes that the Wimborne operators will be auth- 
orized to operate the field as a gassy oil field. This assumption is supported by studies of West- 
coast Engineers. Westcoast has offered to instal and operate the Harmattan-Elkton field gather- 
ing and compression facilities for the producers on a utility rate of return basis. 


In addition to making gas available for the future use by local consumers and supplying a 
present export market, the plan offers a means to conserve oil field gas which otherwise may be 
wasted. 


The economics of carrying out this plan along with the basic plan of Westcoast as set forth 
in its application of J uly 1957 to the Oil and Gas Conservation Board is fully described in Exhibit 
B. 


CALGARY PROCESSING PLANT 


The plant to be constructed at Calgary will have an intial peak day capacity of 139.6 MMcf 
per day of sour natural Sas to supply 114.7 MMcf per day of dry and sweet natural gas (both 
measured at 14.4 psia and 60° F.) for delivery to Westcoast’s 30-inch transmission system, and 
to produce a maximum of 499 long tons of sulphur per day. The facilities will be designed to 
permit expansion as required to process increasing volumes. 


The raw gas, to be received at the plant, is estimated to contain 10.02 per cent hydrogen sul- 
phide which must be removed to provide a merchantable specification pipe line gas. 


The details of gas analysis, estimated capital cost and estimated operating costs are set forth 
in Exhibit B. 


Westcoast and Jefferson Lake Sulphur Company Propose to construct and operate the Gas 
Processing Plant as Partners sharing equally in the construction Costs, operating costs and revenue 
from the sale of sulphur. The Westcoast share in the operating profit or loss, as the case may be, 
will be credited or debited on a cost of service basis to the operation of the proposed sour gas 
pipeline system. 


PACIFIC NORTHWEST AGREEMENT 


This Agreement of May 25, 1957 between Westcoast Transmission Company Limited and 
Pacific Northwest Pipeline Corporation Provides for the sale of 150 million cubic feet per day 
at Kingsgate, British Columbia. Under date of December 9, 1957 this Agreement has been sup- 
plemented to provide that the Price of gas at the International Border shall not be less than the 


INLAND NATURAL GAS Co. LTD. - LETTER OF INTENT 


Under date of July 29, 1957 Inland Natural Gas Co. Ltd. indicated its intention to furnish 


distribution services from the Westcoast Pipeline to adjacent communities in southeastern Bri- 
tish Columbia. 
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THE PROPOSED WESTCOAST PROJECT SERVING SOUTHERN AND 
CENTRAL ALBERTA AND SOUTHEASTERN BRITISH COLUMBIA 


GAS SALES AGREEMENT TO MEET ALBERTA REQUIREMENTS 


Pursuant to the provisions of The Gas Resources Preservation Act Westcoast Transmission 
Company Limited is prepared through its subsidiary, Westcoast Alberta, to make available from 
gas supplies under contract to it from time to time, such volumes of gas as reasonably may be re- 
quired to meet demands of consumers in the southwestern and central parts of the Province of 
Alberta which cannot be supplied by the Company or Companies distributing gas in such area. The 
sale of such gas will be carried out as an integral part of the operations of Westcoast in the same 
manner as sales of gas by it to its customers in British Columbia and the United States. 


It is planned that the gas for local use will be transported by the Alberta Gas Trunk Line 
Company Limited. 


ALBERTA GAS TRUNK LINE LETTER 


By letter dated July 31, 1957 Alberta Gas Trunk Line informed Westcoast that it would ap- 
ply for the necessary authorizations and undertake the construction of the necessary facilities to 
transport within Alberta gas required by the expansion program of Westcoast upon a cost of 
service basis to be agreed upon. 
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GAS SUPPLY FOR CITY OF CALGARY 


The data in Exhibit B to this submission is presented to the Commission to illustrate the eco- 
nomics which require consideration in the construction of a pipeline project and particularly to 
illustrate the problems concerned in gathering and distributing gas within the Province of Alberta. 


The material submitted has reference to the City of Calgary since it is the southern and cen- 
tral part of the area of the province from which Westcoast proposes to take delivery of gas for 
export as above set forth. Reference is made to “Illustrative Deliverability Schedules for the 
Supply of Local Requirements — Area Tributary to Canadian Western Natural Gas System” 
set out in Exhibit B. These schedules show in detail a method under which deliverable gas from 
various fields are allocated so that over the years an economic supply of gas can be provided, 
and by economic is meant economic on behalf of the producer of the gas, economic in regard to 
the gathering, transmission and treating of gas, and economic in price to Alberta consumers. 


As other submissions will have indicated, the most important factor which affects the avail- 
ability of gas and the cost of gas to Alberta consumers is the fact that large volumes of gas 
are required during the cold winter days and only minor quantities of gas are required during the 
summer months. This problem is one which can be met first by utilizing storage, and second, 
by utilizing facilities made available through the sale of gas in the export markets. The latter 
method is by far the more important in an area of expanding reserves, having regard to the long 
term benefits to the people of Calgary, the Province of Alberta and Canada as a whole. 


The attention of the Commission is particularly drawn to the fact that in the above men- 
tioned illustrative deliverabilities it is assumed that the additional storage facilities will be provided 
through the development of the Carbon giliand gas field east of the City of Calgary as proposed 
by the Canadian Western Natural Gas Company Limited. The Engineers of Westcoast are of 
the opinion that this storage proposal is a logical development and will be of great assistance in 
providing a supply of gas to meet peak load demands of the city of Calgary over the years to 
come at a reasonable cost. 
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CONCLUSION 


Many of the factors bearing on the question of policy to be adopted with respect to the ex- 
port of natural gas having regard to the interest of consumers in all Canada, have been under con- 


sideration in the Province of Alberta since 1949, when the Legislature of Alberta enacted The Gas 
Resources Preservation Act. 


After the experience gained in Alberta from 1949 to 1956, the Legislature of Alberta revised 
its direction to the Oil and Gas Conservation Board with respect to the public interest in the ex- 
port of gas from the Province of Alberta. 


Section 7, Subsection (3) of The Gas Resources Preservation Act 1956, reads as follows: — 


“(3) The Board shall not grant a permit for the removal of any gas from the Pro- 
vince unless in its opinion it is in the public interest to do so having regard to 


(a) the present and future needs of persons within the Province, and 


(b) the established reserves and the trends in growth and discovery of re- 
serves of gas in the Province.” 


The Oil and Gas Conservation Board of Alberta is therefore directed to give consideration to 
the trends in growth and discovery of resources of gas in the Province. 


It is submitted that any consideration of the future needs of consumers in Canada should be 
related to the trends in growth and discovery of reserves of gas in Canada as a whole. Accordingly, 
the national policy should be so constituted as to take into account those factors which will main- 
tain continued aggressive gas exploration and development programs with respect to gas reserves in 
Canada. Two factors, it is submitted, are of vital importance in this connection, namely, potential 

markets and the price of gas in the field. aad 
a 
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POTENTIAL MARKETS RELATED TO TREND OF GAS DISCOVERY 


The submissions to the Commission indicate the existence of tremendous potential volumes 
of gas in the Western Sedimentary Basin. This gas only becomes an asset to Canada and a con- 
tribution to the national economy provided it is discovered, produced and marketed. 


It is submitted that the market demand based on satisfying requirements of Canadian con- 
sumers alone, will not provide the incentive required to induce exploration for and development of 
this potential natural resource. The only markets which will create this demand are the export 
markets in the United States. 


The potential market demand created by a policy which favors export of gas surplus to the re- 
quirements of Canadian consumers, is the factor which will influence the drilling of step-out or 
development wells required to evaluate prospective gas producing structures which have been dis- 
covered by initial exploratory operations. Even at this date there are a great many discovery wells 
in Alberta and British Columbia which have indicated potential gas producing structures but be- 
cause of the lack of potential market, further drilling has not been continued. As soon as the 
owners of such structures are assured that a market will be available for the gas which may be 
proved up in such structures, they will be justified in proceeding with the drilling of step-out and 
development wells. The drilling of these step-out and development wells can be expected to estab- 
lish ever increasing gas reserves, which then can be utilized to satisfy the potential increasing market 
demands. 


PRICE OF GAS IN THE FIELD RELATED TO TREND OF GAS DISCOVERY 


It is only in recent years that the field price of natural gas has been fixed by the application of 
the same economic standard applied in fixing the price of other commodities of general consump- 
tion, that is to say, that the costs incurred in finding and producing gas have been taken into ac- 
count along with the demand for gas and the price which it commands in the markets in which it is 
consumed. 


This is particularly so in connection with recent contracts entered into between producers and 
the pipeline companies serving markets in the eastern United States. These contracts have taken 
into account the extraordinary expenditure required in offshore drilling in the Gulf of Mexico and 
the prices which industry is prepared to pay in large centres of population for gas delivered at 
plant gates. 


The impact of these economic factors on the pricing of natural gas will be felt more and 
more by consumers of gas both in Canada and the United States since present consumers have been 
purchasing gas at prices based upon the sale of gas as a surplus commodity produced along with 
oil and delivered to pipeline companies at nominal prices as an alternative to flaring the gas. 
Nowhere is this situation better illustrated than in the gas supplied to the City of Calgary from 
Turner Valley from 1921 to 1945 when the gas was sold at the nominal price of 2c per Mcf and 
and about a trillion cubic feet of gas was flared in order to permit the production of condensate 
and oil. In 1947 the price of gas in the field was fixed at 434c. This price was authorized by 
the Natural Gas Commission as part of a scheme of Conservation. This was the first instance 


where gas produced in an oil field was given recognition in Alberta as having an economic value 
in itself. 
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CONCLUSION 


In general, there is no reason why the price of gas in the field will not be fixed by the same eco- 
nomic principles applicable to other mineral products, namely, the competitive value of the pro- 
duct at the point of consumption less the cost of transportation. If the field price is sufficient to 
justify incurring the risks of exploration and the costs of development drilling and_operation, in-- 


At the present time there is a substantial demand for Canadian gas in the United States 
markets at prices which will warrant continued exploration and development by producers in 
Canada. This market should be secured so that this development can be carried out on an eco- 
nomic basis. If this market is not now served it may be lost because of the introduction of com- 
petitive fuels at the points of consumption which may establish prices that will not justify explor- 
ation and development costs in Canada and result in the loss of the economic utilization of this 
natural resource. 


OIL FIELD GAS MUST BE MARKETED 


In general, the greater part of natural gas discovered to date in Canada has been gas as- 
sociated with oil and in solution in oil which must be produced as a part of an oil field operation 
or an oil-gas field operation. 


Since the conservation of gas is recognized by all concerned as a sound principle, it follows that 
unless gas produced with oil is marketed on a reasonable basis that the principle of conservation 
must be departed from and the gas wasted or the production of oil prohibited. There are num- 
bers of illustrations of this situation in the Province of Alberta, today, namely, Leduc Field, Red- 
water Field, and Pembina Field. 


in its submission with respect to supplying gas to the City of Calgary Westcoast has illustrated 
the method whereby the utilization of oil field gas for export purposes subject to such gas being 
available when required to meet local peak day demands, is very much in the interests of Canadian 
consumers. 


EXPORT REDUCES CANADIAN TRANSPORTATION COSTS 


In describing the Westcoast project it has been shown that the delivery of Peace River gas 
to the Vancouver area at economic prices is made possible by the transportation of the large 
volumes of gas required for the export market served by the Westcoast system. There would ap- 
pear to be no question that, as from time to time in the future, large volumes of gas are transported 
to export markets, the pipelines carrying such gas will at the same time supply Canadian consumers 
en route with gas at costs much lower than if the smaller Canadian market were to be satisfied 
from the same sources of supply. 
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( Ire Story of a Pipeline 


Ca. of Westcoast Transmission Company's pipeline through rugged 


British Columbia has been a major event in Western Canadian history. 


Years of planning and hearings were necessary before construction could 
commence on this project which has opened up the North and brought new in- 


dustries and payrolls to Canada. 


Building of the line from the Peace River area down through British Columbia 
was costly, complex and difficult. But it was completed in the record time of two 


construction seasons. 


Some of the highlights of this construction are pictured on the following pages. 


Surveyors chart the route of the West- 
coast pipeline through British Colum- 
bia’s rugged coastal mountains prior 
to the start of construction. 


The first shipload of 30-inch diameter 
pipe for the line arrives in Vancouver 
from England. The Westcoast pipe 
purchase was the largest single off- 
shore order that Great Britain had re- 
ceived since the war. 
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Pipeline right-of-way was cleared and trenched, fol- 
lowing which the 40-foot pipe lengths were “strung” 
along the route. Here pipe is ready for welding in the 
Coquihalla Pass in the southwestern B.C. mountains. 


The steel pipe is moved to location along the pipeline 
right-of-way. Movement of pipe and materials and 
the general stimulus to business resulting from West- 
coast construction was one of the main factors in en- 
abling the extension of the Pacific Great Eastern Rail- 
way into the Peace River area. 
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Westcoast pipeline is lowered in near 


Quesnel in central British Columbia. 


The gas pipeline has brought new 


power and fuel for the lumber indus- 


tries in the rich forest and farmlands 


in this section of the province. 


Pipe laying proceeds in the early win- 


ter snows through the Pine Pass in the 


Rocky Mountains. 


Here pipe is be- 


ing coated and wrapped in a rush to 


complete construction as soon as pos- 


sible. 
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Low water in the winter season enables the pipeliners 
to trench and lower-in pipe in B.C. rivers. Here a 
section of the 30-inch pipe, wrapped and weighted, is 
being put in place across the Coquihalla River. 


Pipe is carefully bent to follow the 
route laid out by engineers. Picture 
Shows the Westcoast pipe being wrap- 
ped and laid during the winter in 
B.C.’s lower Fraser Valley. 


A welder makes final “pass” at the 
pipe before it is trenched. This rough 
terrain scarcely slowed the Westcoast 
pipeliners. 


Protection against corrosive action in 
the soil, movement and rust is pro- 
vided by wrapping and coating the 
pipe. Here workmen start the auto- 
matic coat-and-wrap machine prior 
to laying pipe in rocky bench-land 
near Merritt, B.C. 


Canada’s largest span carries the West- 
coast pipeline across the Peace River 
at Taylor, B.C. The bridge, 1,675 
feet between pillars, carries Alberta 
gas to the McMahon plant at Taylor 
where it merges with B.C. gas and 
enters the 30 inch main line for its 
journey through British Columbia. 


Westcoast pipeline is strung underneath the Agassiz- 
Rosedale Bridge in the Fraser Valley 70 miles north of 


Vancouver. 
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Compressor stations located approximately 160 miles 
apart provide the power to push the gas through the 
pipeline. Here is station No. 5 at Australian, B.C. 
Westcoast has built fine homes at these stations for per- 
sonnel, and around the stations, in once isolated sec- 
tions of the province, modern communities are already 
Springing up. 


BRITISH 
COLUMBIA 
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Taylor, B.C., where gas from British 
Columbia and Alberta fields is united 
before moving to markets is shown 
here. Compressor station No. 1 is in 
background. 
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removes liquid hydrocarbons and sulphur from 


the British Columbia natural gas. 
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New payrolls, new industries and new communities 


follow the development of the natural gas industries. 


A few of the modern homes built to house Westcoast's 


personnel are pictured. 


Compressor Station No. 1 at Taylor has installed 


six engines of 2000 horsepower each, which pump 
gas into the main line. 


~ CAPITAL STRUCTURE i rg he 


A statement of the capital structure of Westcoast Transmission Company Limited (for the 
purpose of this appendix called the “Company”) as of November 30, 1957, is summarized as fol- 
lows: 


LONG TERM DEBT 


Authorized and Issued 


United States Canadian 
dollars dollars 

First Mortgage Pipe Line Bonds, 

448% Series (Series A) due November 1, 1977 ____ $83,000,000 $ 80,347,812 
First Mortgage Pipe Line Bonds, 

5% Series (Series B) due November 1, 1969 9,150,000 8,743,969 
3¥%2% Debentures, maturing $1,050,000* semi-annually 

from May 1, 1959 to November 1, 1963 10,500,000 
342% Notes maturing $1,900,000* semi-annually from 

May 1, 1959 to November 1, 1963 ss 19,000,000 18,768,437 
4’4% Notes maturing $875,000 semi-annually from May 

ZL OO AOE NOVENIDELy 161961 pes a 3,500,000 3,348,516 
Thirty-two year 512% Subordinate Debentures 

serics eA duceAprile [se lOSkmee a og 20,500,000 20,405,667 
5'¥2% Subordinate Debentures, Series B, 

duceAprilii3 19S See eee oS Sy 3,100,000 2,970,188 


542% Subordinate Debentures, Series C, due April 1, 
1988, convertible into shares of capital stock of the 
Company at $35.00 U.S. per share if converted on or 
before September 1, 1967 and at $38.50 U.S. per share 
if converted thereafter and on or before July 15, 1978 25,000,000 24,031,250 


$169,115,839 
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CAPITAL STOCK 


Authorized—25,000,000 shares without nominal or 


par value 
Issued— 4,825,390 shares for cash $23,112,469 
—1,077,915 shares for acquisition of property - 25,869,960 48,982,429 


$218,098,268 


_ 
——————————_— 


* Except that commencing May 1, 1962, additional semi-annual payments of $203,550 
(Canadian) on the Debentures and $368,325 (U.S.) on the 342% Notes will be due, thereby re- 
ducing the final payment accordingly. 


The foregoing listing is in order of priority, except that the Company’s 312% Debentures, 
314% Notes and 444% Notes rank equally. 


The long-term debt and capital stock sold in United States funds have been converted at the 
exchange rate in effect at the respective dates of sales. 


One of the Company’s wholly-owned subsidiaries, Westcoast Transmission Company (Al- 
berta) Ltd., has issued $1,650,000 (U.S.) principal amount of First Mortgage Pipe Line Bonds, 
43% Series (Series A), to November 30, 1957. As required by the mortgage, all of these 
bonds have been purchased by Westcoast Transmission Company Limited and are pledged with 
the trustee of the Company’s First Mortgage Pipe Line Bonds. 
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APPENDIX “A” 


The interest on the First Mortgage Bonds is payable semi-annually on the Ist day of May 
and the Ist day of November in each year. The Company is obligated to make semi-annual cash 
sinking fund payments to retire $2,950,000 (U.S.) principal amount of the Bonds of 436% Series 
on May 1 -and November 1 in each year beginning in 1964 and continuing through May 1, 1977, 
leaving $3,350,000 (U.S.) principal amount of Bonds of 436% Series to be retired at maturity. 
The Company is also obligated to make semi- annual sinking fund payments to retire $700,000 
(U.S.) principal amount of Bonds of 5% Series on May 1 and November 1 in each year beginning 
in November 1, 1963 and continuing through May 1, 1969, leaving $750,000 (U.S.) principal 
amount of Bonds of 5% Series to be retired at maturity. 


The Bonds of 438% Series may be redeemed in whole at any time or in part from time to 
time by the Company for any purpose other than the sinking fund or refinancing at premiums 
ranging from 4% % if redeemed on or before November 1, 1960 to 96% if redeemed after No- 
vember 1, 1975 and on or before November 1, 1976 and at par thereafter. In the event that the 
Bonds of 4%6 % Series are called for the purpose of refinancing at an interest rate less than 
4% 7%, the Company must pay a premium ranging from 15% if redeemed on or before Novem- 
ber 1, 1964, to %% if redeemed after November 1, 1975 and on or before November 1, 1976 
and at par thereafter. 


The Bonds of 5% Series may be redeemed in whole at any time or in part from time to time 
by the Company for any purpose other than the sinking fund or refinancing at premiums rang- 
ing from 5% if redeemed on or before November 1, 1960 to 1% if redeemed after November 1. 
1967 and on or before November 1, 1968, and at par thereafter. The First Mortgage provides 
that no redemption of Bonds of 5% Series may be carried out directly or indirectly as a part of, 
or in anticipation of, any refunding operation involving the incurring of indebtedness by the Com- 
pany or any affiliate thereof. 


The interest on the 312% Notes, 314% Debentures and 414% Notes is payable quarterly 
on the Ist day of February, May, August and November of each year. 


The Subordinate Debentures of all Series bearing interest at 5% 1% per annum, payable on 
the Ist day of April and October, in each year are expressly subordinated in right of payment to 
all Senior Indebtedness at any time issued. Senior Indebtedness is defined as all indebtedness 
of the Company for money borrowed by the Company (other than the Subordinate Debentures) 
or money borrowed by others, repayment of which is guaranteed or assured by the Company, un- 
less by the terms of the instrument financing or creating such indebtedness it is provided that 
the same is not Senior Indebtedness and is not superior in right of payment to the Subordinate 
Debentures. , 


The interest on the Subordinate Debentures after November 1, 1958, and so long as any 
of the initial Senior Indebtedness is outstanding, is payable on the first day of April and the first 
day of October in each year, but only to the extent to which payment on such days is in fact made 
pursuant to authorization by the Board of Directors, any accrued unpaid interest to be payable 
when the principal of such Debentures becomes due, except that if at any time accrued unpaid in- 
terest shall amount to eight full semi-annual installments of interest, all such accrued unpaid inter- 
est then becomes immediately due and payable and further accrued interest (at the above rate) 
will thereafter become due and payable on the first day of April and the first day of October in 
each year until the payment in full of all interest so becoming due and payable, and, upon pay- 
ment of all interest which shall have become due and payable by reason of this exception, inter- 
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est will thereafter become due and payable only to the extent to which payment is in fact made 
pursuant to such authorization (subject again to such exception in case the accured unpaid in- 
terest at any time amounts to eight full semi-annual installments). 


The Company is obligated to pay, provided that such payment would not constitute a vi- 
olation of the terms of the First Mortgage, as a sinking fund on or before August 20 in each of the 
years 1978 to 1987 inclusive, a sum sufficient to redeem on the following October 1 at the re- 
demption price of 100% of the principal amount of Series C Debentures so redeemed, plus inter- 
est to the redemption date. Series C Debentures in an aggregate principal amount equal to 
9-1/11% (to the nearest multiple of $1,000) of an amount equal to (i) the aggregate principal 
amount of Series C Debentures authenticated for original issue less (ii) the aggregate principal 
amount of Series C Debentures previously converted pursuant to the conversion provisions here- 
inafter referred to, but not in excess of the following amounts, respectively: 


Principal 

Year Amount (U.S.) 
hf |. ae ee URL POUR SMES Died ANE ree A Sah te ES $ 750,000 
1979 tol 1987, Inclusive .2.222 ee ee ee ee. ee 1,875,000 


Subject to simliar conditions as stated above with respect to sinking fund payments relating 
to the Series C Debentures, the Company is required to make sinking fund payments with respect 
to the Series A Debentures on or before August 20, 1969 and on or before each August 20 there- 
after sufficient to redeem at the redemption price of 100% of the principal amount thereof, plus 
interest to the redemption date, Series A Debentures in the following principal amounts, respec- 
tively: 


Principal 

Year Amount .(U.S.) 
1969: to A973 jinclusivey oss. 2a an eeeee ee oe eee ee $ 410,000 
POTATO LO] 8 ainclusive soe eee ee 615,000 
$979) tO 19S 7 cinch sive. e camee are ee eee eee ee 1,537,500 


and sinking fund payments with respect to the Series B Debentures on or before August 20, 1969 
and on or before each August 20 thereafter sufficient to redeem at the redemption price of 100% 
of the principal amount thereof, plus interest to the redemption date Series B Debentures in the 
following principal amounts, respectively: 


Principal 

Year Amount (U.S.) 
1969 30°197 3 nClaS| V6, ce ae eee Re $ 62,000 
1974::10<19 7 Sianclosive : oe eee eee eee Cae ee ee 93,000 
197910 198 7 s1NClusiVe fae ee ee es ee ve ee 232,500 


APPENDIX “A” 


If the Sinking Fund Net Income for any fiscal year shall be insufficient to make the sinking 
fund payments for the Series A Debentures, the Series B Debentures and the Series C Debentures 
the available Sinking Fund Net Income for such fiscal year is to be allocated among the three 
series (or such thereof as may be outstanding) in the proportion of $20,500,000 (U.S.) for the 
Series A Debentures, $3,100,000 (U.S.) for the Series B Debentures and, for the Series C Deben- 
tures, $25,000,000 (U.S.) less the aggregate principal amount thereof previously converted into 
shares of Capital Stock. In lieu of paying cash to the sinking fund for any series of Debentures, 
the Company may surrender Debentures of such series or may certify to the redemption of De- 
bentures of such series outside the sinking fund. 


The Series C Debentures are convertible at the option of the holders at any time on or be- 
fore July 15, 1978, into shares of Capital Stock at the conversion price of $35.00 (US;) per 
share if converted on or before September 1, 1967, and $38.50 (U.S.) if converted thereafter and 
on or before July 15, 1978, except that if any Series C Debenture is called for redemption, the 
right to convert will expire at the close of business on the tenth day prior to the redemption date. 
unless default is made in the payment of the redemption price. The conversion price is subject 
to adjustment in certain events to prevent dilution. 


So long as the Voting Trust Agreement described herein under the heading “Voting Trust” 
is in effect, shares of Capital Stock issuable upen conversion, or in exchange for scrip issued on 
conversion, of the Series C Debentures will be deposited thereunder and Voting Trust Certifi- 
cates will be issued to the Debenture holder in lieu of certificates for Capital Stock. 


VOTING TRUST 


3,893,657 of the presently issued shares of Capital Stock, as of November 30, 1957, are held 
under a Voting Trust Agreement dated as of May 9, 1955. 


The Voting Trustees under the Voting Trust Agreement hereinafter described are: 


Name Address 

Frank M. McMahon Pacific Building, Calgary, Alberta, Canada 
George L. McMahon Pacific Building, Calgary, Alberta, Canada 
D. P. McDonald Pacific Building, Calgary, Alberta, Canada 
Norman R. Whittall 424 Burrard Street, Vancouver, B.C., Canada 
Lloyd S. Gilmour 15 Broad Street, New York, N.Y. 

Edward T. Herndon 15 Broad Street, New York, N.Y. 


All of the above, except Mr. Herndon, are directors of the Company. 


The Agreement by its terms terminates on May 1, 1970 but may be sooner terminated by 
the dissolution or liquidation of the Company, the unanimous consent of the Voting Trustees or 
the vote of the holders of Voting Trust Certificates representing at least three-fourths of the shares 
of Capital Stock deposited under the Voting Trust. By a similiar vote of the holders of Voting 
Trust Certificates, taken prior to May 1, 1970, the term of the Agreement may be extended or 


renewed. Any holder of shares of Capital Stock may deposit his shares under the Voting Trust 
Agreement. 
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All of the shares of Capital Stock held under the Voting Trust Agreement are deposited with 
Montreal Trust Company as designated Depository. The Voting Trustees are entitled to exercise. 
in their sole and absolute discretion, all shareholders’ rights of every kind and without limitation 
in respect of all shares deposited under the Voting Trust Agreement, including the right to vote 
and to take part in or consent to any corporate orf shareholders’ action. 


The Voting Trustees act by decision of a majority thereof at the time in office. Any Trustee 
may be a director or an officer of the Company dnd may vote for himself as such, and no person 
is disqualifed from acting as a Trustee by reason of personal interest, direct or indirect, in the 
Company or its securities. Any Voting Trustee may hold, purchase, sell or deal with Voting 
Trust Certificates or in securities of the Company to the same extent as if he were not such a 
Trustee. 


The Voting Trustees shall not be entitled to remuneration for acting as such. No expense, 
obligation or liability of the Depository or the Trustees is chargeable to the holders of Voting 
Trust, which including the fees of the Depository, are payable by the Company. 


Any Voting Trustee may resign on one mcnth’s notice. In the event of the death, resigna- 
tion, removal or inability to act of any such Trustee or successor trustee, the vacany shall be filled 
by written designation as follows: (a) In the case of Lloyd S. Gilmour and Edward T. Herndon, 
or their successors, by the remaining one or his successor or (b) in the case of Frank McMahon, 
George L. McMahon, D. P. McDonald and Norman R. Whittall or their successors, by the remain- 
ing three or their successors, provided the person designated in such case must be a Canadian 
citizen. The Voting Trust Agreement provides that any Voting Trustee may be removed by the 
unanimous vote of the other Trustees. 


In the event a vacancy among the Voting Trustees exists, the remaining Trustees have full 
power to act. 


The Agreement provides that the Depository shall, upon receipt thereof, pay to the holders 
of Voting Trust Certificates all amounts received by it as dividends or distributions in cash or 
property, other than shares of voting capital stock of the Company, on the shares held in the 
Voting Trust, less any. income or other taxes which may be required by law to be deducted, pro- 
vided that the Depository, with the approval of the Voting Truestees, may direct the Company to 
pay such cash dividends or distributions directly to the holders of Voting Certificates. 
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TRILLION CUBIC FEET ENERGY EQUIVALENT 
A Trillion Cubic Feet of natural gas with a Btu content of 1,000 Btu’s per cu. ft. equals in 
energy: 


(1) 41,700,000 tons of coal (containing 12,000 Btu per lb.) or 835,000 carloads of coal (50 
tons per car. 


(2) The output of a 100,000 KW generating plant operating at an 80% load factor for 420 
years. 


(3) The 1956 rate of natural gas consumption of the Province of Alberta for nearly 10 years. 


(4) 170 million barrels of oil. 
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